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New York Escrows 


If you have any documents pertaining to New York real estate 
to be placed in escrow pending completion of any agreement in 
New York City, we are equipped to act as escrow agent with 
efficiency and at moderate cost. 

For over sixty years, we have been closing real estate contracts 
for our clients and have acquired the necessary experience 
to solve the various difficulties that ofttimes arise in connection 
with real estate. 


Title Guarantee and Trust Company 


176 Broapway 
New Yorx 


Your Good RIGHT HAND m 
NEW YORK STATE 


For out-of-state banks and trust institutions, the next best 
thing to a branch of their own in New York State is the 
ancillary service of the Brooklyn Trust Company. With 
eighty years of fiduciary experience and with complete 
facilities and modern operational methods, we are equipped 
to provide prompt, efficient co-operation on estate and 
trust matters requiring special attention in this state. 


BROOKLYN TRUST COMPANY 


MAIN OFFICE: 177 Montague Street, Brooklyn 
NEW YORK OFFICE: 26 Broad Street, New York 
24 Offices in Greater New York 
Member Federal Deposit Inswrance Corporation 
Member New York Clearing House Association 
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“Financial Center 


= Through St. Louis flows a mighty stream 

of trade and finance...converging here 

from all parts of the country, and indeed, the world. 

This city is the commercial gateway to the great and 
rapidly expanding south and southwest territory. 


Financial transactions help this flow of trade and a great 
many pass through this bank. That’s why Mercantile- 
Commerce has proven such a logical St. Louis 
correspondent for so many banks and bankers through- 


out the nation. 


MERCANTILE. 


Bank and 
ST. LOUIS 1 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





69 WEST WASHINGTON ST. - 


FULL COOPERATION ON 
ALL TRUST MATTERS 


in Illinois 


Our long years of 
experience in all types 
t of fiduciary activity in 
this area, plus an un- 
usual background in all 
real estate matters qualify us 
y to give you and your customers 
full cooperation on both corporate 
and personal trust matters in Illinois. 
We were first to qualify under the 
General Trust Company Act of the 
State of Illinois and have been con- 
tinuously active in trust administra- 
tion since 1887. 

No matter where the personalty in 
an estate be situated... if there be 
real estate in Illinois, you will find it 
a matter of good judgment to suggest 
Chicago Title and Trust Company as 
ancillary administrator. 


CHICAGO 
TITLE anp TRUST 
COMPANY 


CHICAGO 2 
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Editor's Easy Chair 


In which we present pertinent 
observations and information in 
letters received from our readers. 


Cautions in Stock Purchase Plans 


I found the article on Employee Stock Pur- 
chase Plans (January 1947 issue) very thought 
provoking. I believe that industry has prob- 
ably created more ill will than good will by 
such plans, because in many instances they 
tended to induce the employee to be a specu- 
lator. 

Hostility may be created against the com- 
pany by the loss of paper profits when the 
market declines. It is a human tendency to 
view the loss as the difference between the 
highest market price the stock attained and 
its current market price, instead of the dif- 
ference between the cost and current market. 

I think the most good comes from welcoming 
an employee into the family of shareholders 
when he comes in one the same basis as any 
other shareholder. If an employee is genuinely 
interested in the company for which he works, 
he will have no hesitancy about including an 
investment in the employer’s stock among his 
portfolio of investments, regardless of how 
limited that portfolio may be. I certainly agree 
that no employee stock purchase plan should 
be devised which tends to induce an employee 
to put “all his eggs in one basket” through 
investing too much of his savings in the stock 
of the employer. 

You probably did not mean to convey the 
impression that stock purchase plans could be 
used as a vehicle to evade income taxes, because 
the rulings which have been in effect during 
the past 3 or 4 years have made this prac- 
tically impossible. As a matter of fact, rulings 
now in effect are more prejudicial than favor- 
able to employees and officers who acquire 
options to purchase the employer’s stock. 

Signed by the Treasurer of a large 
manufacturing corporation which has 
a stock purchase plan. 


Australia Like U. S. 


From reading your Journal over the past 
six years, the problems of the trust institution, 
due largely to external and internal conditions 
created by the War — external, in the sense 
of national post-war readjustment, high war- 
time taxation and controls, restrictive invest- 
ment legislation and State competition; and 
internal, in the nature of rising costs of ad- 
ministration, staff readjustment and ever re- 
curring trust problems — are similar in the 
United States to those in Australia. 

F. C. MADIGAN, 
National Trustees Executors & 
Agency Co. of Australia Ltd. 
Melbourne. 











Guaranty Trust Company of New York 


MAIN OFFICE 
FIFTH AVE. OFFICE 140 Broadway MADISON AVE. OFFICE 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 


ROCKEFELLER CENTER OFFICE 
40 Rockefeller Plaza 


LONDON PARIS BRUSSELS 
Condensed Statement of Condition, March 31, 1947 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
Due from Banks and Bankers ...................................................$ 556,267,827.44 


U. S. Government Obligations ...........................................--...--..--- 1,415,822,179.31 
Leans and Bille Purchased ....................................--...-..-..---........ —tOO3BRGTESS 
Public Securities 85,311,243.58 
Stock of the Federal Reserve Bank 9,000,000.00 
Other Securities and Obligations 11,177,464.91 
Credits Granted on Acceptances 3,603,637.42 
Accrued Interest and Accounts Receivable __.. 9,880,589.58 
Real Estate Bonds and Mortgages 1,397,034.11 

120,369,969.60 
Ee TE AT PT 4,892,989.78 
ee ne 3550 ad ee ee Oe oe 116,233.25 





MuwtikanWw..  .............. ee 


LIABILITIES 


Capital $ 100,000,000.00 
Surplus Fund 200,000,000.00 
Undivided Profits 56,982,565.66 
a Ss The a $ 356,982,565.66 
Deposits ....$2,411,072,832.56 
Treasurer’s Checks Outstanding 39,197,658.76 
Total Deposits 2,450,270,491.32 
Acceptances 13,293,161.81 


Less: Own Acceptances Held for Investment .. 9,689,524.39 
3,603,637.42 


Liability as Endorser on Acceptances 

and Foreign Bills 310,400.00 
Dividend Payable April 1, 1947 3,000,000.00 
Items in Transit with Foreign Branches 
(and Net Difference in Balances between Various 
Offices Due to Different Statement Date of Foreign 
Branches) 305,809.53 


Accounts Payable, Reserve for Expenses, 


Taxes, etc. 27,327,971.08 





34,547,818.03 
Total Liabilities : $2,841,800,875.01 


Securities carried at $151,277,951.11 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 
This Statement includes the resources and liabilities of the English, French, and Belgian 
Branches as of March 26, 1947. 


Member Federal Deposit Insurance Corporation 
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Your Branch in Philadelphia 
As your Philadelphia representative, we are 
prepared to perform every banking and trust 
function, promptly and with the experience 
of over one hundred years of banking. 
Complete Banking Service 
James E. Gowen, President 
GIRARD TRUST COMPANY 
Chartered 1836 
BROAD AND CHESTNUT STREETS, PHILADELPHIA 


Member Federal Deposit Insurance Corporation 
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CHARTERED 1853 


United States Crust Company 
of New York 


Statement of Condition March 31, 1947 


RESOURCES 


Cash and Due from Banks $ 29,261,636.64 
Loans and Discounts : eR on ER 24,842,065.72 
United States Government Obligations ea Sheers 79,958,195.46 
State and Municipal Obligations a a a ae ee 8,490,000.00 
Other Bonds. Bye a al ee a bw Be 3,225,000.00 
Federal Reserve Bank Stock . ee ee pare ee ae 840,000.00 
POPE, s = s+ + s «¢ *© © © @ % 3,961,207.62 
Banking House. . ee ee oe ee ee 1,475,000.00 
Accrued Interest Receivable a oe ee ee 465,694.28 


CC a ee 


LIABILITIES 


Capital Stock 
Surplus Fund 


$ 4,000,000.00 
24,000,000.00 


Undivided Profits . 

General Reserve . 

Deposits 

Reserved for Taxes, Interest, Expenses, etc. 
Unearned Discount 


Dividend Payable April 1. 1, 1947 
Total . 


2,824,414.45 
1,017,199.12 
119,447,913.34 
869,245.94, 
10,026.87 
350,000.00 


$152,518,799.72 


Securities carried at $10,085,000.00 have been pledged to secure United 
States Government War Loan Deposit of $7,656,224.25 and for other 
purposes as required or permitted by law. 


TRUSTEES 


Witiiamson Pett, Chairman of the Board 
BENJAMIN StrRONG, President 
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BEFORE THE BAR OF PUBLIC OPINION 


High Profits, High Prices and Industrial Stability 


Editorial 


ONFIRMATION was not long in com- 

ing on the main point raised in the 
March editorial “Dynamite in High Profits” 
that those industries showing large profit 
gains—regardless of the cause and tem- 
porary nature—would face public question- 
ing.* Caption in the March 17 CIO News 
says: “Food Profits Up Nearly 100%”, and 
quotes the same source — National City 
Bank Letter. The News item remarks the 
abolition of price control and summarizes 
results of a union survey made at the Fri- 
gidaire plant of GM showing that 71% of 
those responding say they “have been forced 
to cut down” on either milk, meat, bread, 
butter, shortening, fresh fruits, etc. 


What happens in the industries providing 
basic necessities is extremely important 
to the entire nation, for it is only after 
these purchases (food, clothing, utilities, 
work transportation, shelter) are met that 
there is money available for purchase of 
any other goods or services. A rise in costs 
of only a few cents a day for these items can 
cut millions off the consumer list for other 
products. 


This emphasizes the immediate necessity 
of keeping prices down in the “must have” 
area. The public may be.expected to ques- 
tion, especially at this time( following re- 
moval of price controls urged by industry), 
whether increases in food profits of from 
72 to 97 per cent on the average are justi- 


*At page 271 of the March issue, the figure of 
41% cited from the National City Bank Letter 
for the 33 electrical equipment companies 
should have been followed by the word “de- 
crease.” It should also be noted that an even 
larger decrease (51%) in net profits (over 
1945) was shown by the 72 transportation 
equipment companies in the tabulation. 


fied, and whether average returns of from 
10 to 20% on net worth are proper. 


Industry thus faces its biggest public re- 
lations job, and its most difficult operating 
policy at the same time. We have gone 
through so many years of low earnings, 
with little or often no return for the sav- 
ings of investors, that any increase in 
profit looks big by comparison. These so- 
called “profit” figures are especially mis- 
leading when they contain non-recurring 
items of large amount. Many other factors 
color the picture temporarily but sharply; 
but these qualifications are not generally 
appreciated by the public when they come 
home from the store where they found the 
price tags higher, to read or hear about 
corporations showing big profit increases. 


The first thing that industry might do is 
to provide the facts of the case in as under- 
standable form as possible, not to provide 
whitewash or eyewash, but to put the pic- 
ture in its comparative setting. This calls 
for frank presentation and discussion of 
the facts of business life with every com- 
pany’s employees. Among the companies 
which have provided a particularly easy-to- 
read, graphic presentation of the profit 
facts are General Foods, General Mills and 
Swift & Co. Charts from their 1946 annual 
reports are reproduced on the next page. 


They ask, “why don’t those fellows give 
us a break; if it’s going to cost more to 
live, we’ve got to have more dollars in the 
paycheck.” There is the crux of the major 
problem today: shall and can business hold 
the price line and start reducing it, or will 
we start on another, possibly uncontrollable 
round of wage raises—with their usually 
inevitable concomitant of further price rises 
and so on? 


367 








368 


ye -— YU 
| | Se 
EARNINGS AFTER TAXES e 


EE EE EP PME Ge, 





From Swift &€ Company Yearbook 


Trends in Employment Costs, Taxes and Profits 





From Annual Report, General Mills 


There is the alternative; no better time 
will come to decide the course. It is pri- 
marily an individual matter for each com- 
pany, and it involves risk. For one thing, 
losses will immediately be sustained in in- 
ventory as prices decline; reduction in the 
volume may often bring the unit costs 
above the break-even point. But the risk 
of holding and pushing down the price line 
is far less than that of setting fire to a new 
wage-price spiral. 

Intelligent labor leaders and the more 
courageous and far-sighted industrial lead- 
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ers have common cause in seeing that wage 
increases come not from inflationary prices 
but from better productivity of worker and 
manager and machine, and from better pur- 
chasing power of the dollar. If long-range 
interests are of real concern to manage- 
ment, if profits and surplus are ever to be 
of any permanent value, this may well be 
the time to use them in a courageous chal- 
lenge to the greatest danger that lies be- 
fore us—the fear of insecurity for the dol- 
lar, whether that dollar be in the hands of 
the worker, manager, stockholder or con- 
sumer. 


Wherever possible the profit or “surplus” 
dollar might best be used to follow the lead 
of Ford Motor, International Harvester, 
Pullman and other industrial sportsmen in 
taking a price cut voluntarily and putting 
their chips on the fellow who calls the shots 
—the consumer. Those companies that can- 
not reduce prices will have to make a good 
case of it, for private enterprise today is 
standing before the bar of public opinion, 
subject to a verdict that may be irrevocable. 


Temporary gains do no one any lasting 
good. Investors, management, employees, 
consumers and community are all in busi- 
ness for the long pull, they will rise or fall 
together. That is the story of America’s 
greatness; it must be the objective of the 
trustees of money and manpower if we are 
to prove the superiority of our system. 





Profit System — Good or Bad? 


OU might not guess it from the prevalent 

attitude and labor press publicity, but 
‘private capitalism’ and the profit system stand 
high in the average American’s scale of value. 
According to a recent opinion poll by the 
Psychological Corp. 67.4% of 5,000 typical 
men and women in 124 cities and towns think 
they make for Good Americanism. Even among 
the lowest income groups 55% of those inter- 
viewed last November by the oldest nation- 
wide public survey institute are favorable to 
this basic factor of individual capitalism. 
Union members registered favor by 59%, with 
only 20% against and 21% “don’t know.” 


Other points emphasized by this poll clearly 
indicated that government ownership is not 
to their liking, that limitation of everyone to 
$25,000 a year income is “bad Americanism,” 
that a shop closed to anyone who does not 
join the union is not our way of life. In the 
latter case, 55% of union members voted the 
closed shop “bad Americanism” against 34% 
who said it was proper and 11% who “didn’t 
know.” 
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CAPITAL ECONOMY NOTES 


1947 — First Quarter 


HE center of the national economic stage 

continues to be held by price trends. As 
the first quarter of 1947 ended, President Tru- 
man was echoed by Treasury Secretary Sny- 
der, and both were joined by the National 
Association of Manufacturers’ president Earl 
Bunting in urging the full collaboration of 
everyone concerned toward arresting any fur- 
ther rise in prices and toward bringing down 
the cost of living. 


The cooperation of government, management 
and labor now appears to be necessary rather 
than merely desirable, if the upwar trend is 
to be halted without untimely repercussions. 
A look beyond consumer resistance indicates 
an unbalance between national income and 
industrial production. A statistical comparison 
prepared by The Journal of Commerce sug- 
gests that a national income of approximately 
$224 billion rather than the current $185 bil- 
lion rate would be necessary to move the 
present industrial production into consump- 
tion at present prices. The study concludes 
that “prices are approximately 21 per cent 
too high on an average relative to the current 
level of national income and industrial pro- 
duction.” 


Inasmuch as neither prices nor production 
can be reduced without also reducing the na- 
tional income, it is readily apparent that a 
correction will not be a painless operation. 
But, once the balance has been restored, the 
stage is set with promise of a new period of 
prosperity. 


Housing Outlook 


IGH prices have also cast their shadow 

on building activity, putting a gloomy 
prospect on the hopes for the 1947 goals. In 
most sections of the country, builders find that 
costs virtually eliminate their biggest market, 
which is for homes costing $8500 or less. As 
buyer resistance at all price levels mounts, 
builders are reluctant to start new projects, 
despite the known great need for housing. One 
effect if adjustments are not soon made will 
be an increased demand for government sub- 
sidized housing projects, especially for low 
income families and veterans. 


Builders themselves are pessimistic over the 
prospect of getting costs down. They point to 
high wages, restrictive union practices, high 
material costs and shortages of materials 
which add to construction costs by lengthening 
construction time. Despite these difficulties, 
however, more new permanent homes and 
apartments were completed in January than 
in any other month since the end of the war. 
Less activity in temporary programs is plan- 
ned this year. 


Inventory Trends 


LTHOUGH top production over the next 
few months is expected, extreme caution 
is now ‘governing inventory and buying pol- 
icies of industrial purchasers, according to 
the business survey committee of the National 
Association of Purchasing Agents. Many pur- - 
chasing agents are on a “hand-to-mouth” basis 
in buying those materials which are readily 
available, and forward commitments are gen- 
erally made only. to protect production sched- 
ules. The committee also reported that banks 
are insisting upon liquidation of excess inven- 
tories held by some borrowers. 


The Department of Commerce figures show 
that the rise in the value of manufacturers’ 
inventories in January was greater than the 
gain.in shipments and that shipments were 
larger than new orders. The book value of 
manufacturers’ inventories rose to an all-time 
high of $20.7 billion, and the increase for the 
month was about equally divided between ‘the 
durable and non-durable goods industries. 


Retailer inventories have been rising this 
year while unit sales have declined. Depart- 
ment stores sales volume has held up only 
because prices are higher and sales are of 
items which were not in stock last year. 


Who Got the National Income? 


Ce by the Department of 
Commerce show increases in wages and 
salaries (from private, as against government 
sources), entreprenurial income, and income 
from interest, net rents and dividends for 
1946 compared to the previous year. While 
national income rose by 2.7 per cent, wages 
and salaries (non-government) rose 7.9 per 
cent, and dividends, 13 per cent. Figures for 
the two years are classified below: 


NATIONAL INCOME OF INDIVIDUALS 
(Billions of dollars) 


1945 1946 
Total wages and salaries 110.2 105.2 
ne Rene en Le 81.0 87.4 
Government . 8. 29.2 17.9 
Entrepreneurial income ______ 25.6 30.2 
Agricuitarat 222. 12.5 14.9 
Nonagricultural ___....... 13.1 15.3 
Interest and net rents __. 11.8 13.0 
pi eee 2s Oe es eee) , 4.5 5.1 
Transfer payments! ___..._____. . 8.1 11.0 
Miscellaneous income 
WI ancient 6 5 
Total income payments to 
InGiviGiete 2 160.8 165.1 


‘Includes social insurance payments, veterans benefits, 
mustering out pay, government contributions to depen- 
dents of enlisted personnel. 

“Includes military retirement, private pensions and com- 
pensation for injuries. 














Guaranteed Wages Study 


The study on the guaranteed annual wage, 
sponsored by the Office of War Mobilization 
and Reconversion and, now in the hands of 
the President’s Council of economic advisors, 
should provide timely data upon release by 
the Council. The Advisory Board of OWMR 
found the guaranteed wage “a significant but 
not an all-sufficient tool’? for income stability. 
The recent Latimer report finds only 68,000 
employees in firms having such guarantees and 
these usually provide “escape” clauses. 

An interesting, if difficult to apply, proposal 
of the Advisory Board was for adjustments 
in unemployment compensation and taxes to 
provide recourse by ‘guarantors’. Several in- 
dividual corporations have reportedly ar- 
ranged exchange or rotation of employees be- 
tween their varying peak seasons. Business 
has become more and more conscious of the 
mutual value of maintaining regularity of 
employment, taken various steps to promote 
it, but so far no one has told who is to guar- 
antee the guarantor. 


Graphic Reports 


New techniques in visual presentation in 
annual reports are apparent in better typog- 
raphy, attention-getting layout, use of graphs 
and photos as well as flow charts, according to 
S. Lieberman, president of Chart-Facts. In his 
address to the Bridgeport Control of the Con- 
trollers Institute, he remarked the common 





“He faithfully follows every one of his employees’ suggestions” 


— THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutual 
welfare of employees, employers and providers of capital tools. 
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fault of compressing too much data into mini- 
mum chart space, suggested restricting charts 
to major related items, or showing them in 
series with explanatory connection comment. 
For employees he recommended comparison of 
pertinent items on a per-employee or per- 
dollar-of-wages basis. 


Frozen Price for Brains 


The price of managerial ability is an ex- 
ception to the general and large price rises, 
says Clinton Davidson, Jr., in his article in 
the February Controller outlining methods of 
which executive net compensation may be in- 
creased. Referring to the recent ruling taxing 
gains on options on the personal income basis, 
he describes ‘stock on margin,’ ‘special stock’ 
and participating preferred, and ‘stock with 
leverage’ plans — their advantages and lim- 
itations. 

The Controller also carries a bibliography 
on executive inventive plans, prepared by Paul 
Orr, Jr., of Management Planning of Wash- 
ington, including titles of articles and books. 


Proud to Work 


“Working conditions are good. The pay is 
good. Management understands the problems 
of labor — We know that to “have,” we must 
“sroquce ...” 


Theory? Idealistic generality? Tory talk? 
— Not a bit of it. Those are the opening lines 
in a newspaper advertisement “authorized, 
paid for and approved unanimously by the 
membership of the Elgin National Watch 
Workers Union.” An affiliate of the American 
Watch Workers’ Union, the men and women 
of this American Union are speaking of things 
they know from daily life and contact with 
management. 


Under the title, “We are Proud to Work at 
Elgin,” the advertisement does far more than 
recognize the threat of foreign competition, 
it sets a new high in publicly advocated com- 
pany teamwork, and remarks “This Union is 
not set up to fight but to work side by side 
with Management.” 


Such expressions would not be possible except 
where there was a record of keen consideration 
on the part of management for the common 
welfare of its company team. The ad is repro- 
duced in the annual report of the Elgin Na- 
tional Watch Company, which further empha- 
sized the established policy of taking employees 
into its confidence by announcing a new “in- 
formation program.” 
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How to 
win friends 


increase 
sales... 


LISTEN TO... The Theatre 
Guild on the Air, presented 
every Sunday evening by 
United States Steel. Amer- 
ican Broadcasting Company, 
coast-to-coast network. Con- 
sult your newspaper for time 
and station. 


GaNe iT BE 


If you fabricate steel into consumer products, 

we'd like to call your attention to the experience 
of numerous other manufacturers who use steel in 
the making of consumer products—and who have 
identified the steel they use by putting the U-S-S 
Label on their finished products. 


These manufacturers have found that when prod- 
ucts bear the U-S-S Label, thev are usually more 
quickly recognized . . . more warmly received . . . 
purchased with greater confidence by the consumer 
than products made of steel bearing unfamiliar 
labels, or no labels at all. 


There’s really no mystery surrounding this con- 
sumer-acceptance of goods bearing the U-S-S 
Label. For the label has been consistently advertised 
over the years in the nation’s most widely-read 
periodicals. It is featured each week in a full-hour 
coast to coast network radio show. 

Today the U-S-S Label is accepted by millions 
as a dependable guide to quality steel. 


Manufacturers of quality steel products who de- 
sire more information on the use of U-S-S Labels are 
invited to address inquiries to United States Steel, 
P. O. Box 236, Pittsburgh, Pa. 


UNITED STATES STEEL 
CORPORATION SUBSIDIARIES 


> Dae ES ST BE 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 





STATEMENT OF CONDITION, MARCH 31, 1947 


RESOURCES 


Cash and Due from Banks . .... . $1,104,329,867.65 
U. S. Government Obligations . . 2,140,178,183.69 
State and Municipal Securities . . . . . . 116,207,254.97 
Other Securities . . , 175,204,016.86 
Loans, Discounts and Bankers’ Acceptances : 1,251,548,704.91 
Accrued Interest Receivable . . ... . 11,341,482.75 
Mortgages . . 7,560,513.37 
Customers’ Acceptance Liability ‘ 9,659,573.65 
Stock of Federal Reserve Bank. . 7,950,000.00 
Banking Houses. . ... . 32,182,818.50 
Other Assets . .. 4,418,706.76 


$4,860,581,123.11 


LIABILITIES 


Capital Funds: 
Capital et se ee - $111,000,000.00 
Surplus . . oe . 154,000,000.00 
Undivided Denies . + 64 -  49,048,847.23 
~s S«314,048,847.23 
Dividend Payable May 1, 1947 . 2,960,000.00 
Reserve for Contingencies . . 16,296,079.05 
Reserve for Taxes, Interest, etc. 13,035,153.79 | 
Deposits . . . * « oes see 42 Rea 
Acceptances Outstanding . ° 14,629,451.44 
Less Amount in Portfolio. . . 4,217,045.15 10,412,406.29 
Liability as Endorser on Acceptances and Foreign 
Pete ss Ss) 6s 8 woe. eee Oe 2,860,802.44 
Other Liabilities . a ae oe ae ae ee 12,811,750.55 
$4,860,581,123.11 


Bag Sac TD CGR ee it Ea Dias Nk > 


baits 


United States Government and other securities carried at $401,086,340.00 are pledged 
to secure U. S. Government War Loan Deposits of $149,221,289.01 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 





Lee Datel ewido ee 






SURVEY ON STOCKHOLDER RELATIONS 





What 100 Companies are Doing for 3,548,556 Shareholders 


VERNE BURNETT 


The audit of stockholder relations activities in 100 American cor- 
porations with a combined total of over 3% million shareholders, reveals 


encouraging progress and attitudes. But 


it also uncovers startling 


voids or only partially integrated stockholder programs. From this study 
the inference can be drawn that an enlightened, carefully considered, 
and well-rounded program of stockholder relations is still the rare excep- 
tion. Joint sponsors of the current study are The Journal of Capital, the 
Association of National Advertisers, and the Verne Burnett organization, 
public relations counselors. Philip Corby, of the Psychological Corpora- 
tion, assisted in framing the questions. — Editor’s Note. 


HE “average” stockholder cannot be 

accurately pigeonholed—like the “aver- 
age’ American, he is a statistical myth. 
There are probably 12 million individual, 
“unduplicated” investors. These 12 million 
persons have certain general characteris- 
tics in common: As a group, they are thrift- 
ier or more fortunate economically than 
non-investors; of a slightly older age group 
than the population median; and are in- 
clined to a more conservative outlook in 
economics and politics. 


But, most important from management’s 
viewpoint, they act, think, and respond to 
the same stimuli which affect citizens gen- 
erally. Studies show that labor, for in- 
stance, places great emphasis on factors 
other than high pay in describing satisfac- 
tory work relationships. Likewise, as peo- 
ple, investors hunger for other corporate 
consideration and recognition besides the 
feeding of the “pocketbook nerve.” The di- 
versity is well stated by one of the respond- 
ents: 

The great diversity of interests among 
stockholders is brought out more clearly 
when their reasons for becoming holders of 
the stock are analyzed. Why did they buy 
it? Some didn’t, they inherited it. Some 
listened to the broker’s advice. Others 
bought mainly for appreciation, because the 
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price was low, and will sell when it rises. 
Some are interested in long time income 
and bought for investment; their main in- 
terest is in the dividends and security. Some 
became stockholders to establish tax deduc- 
tion. There are others who invested because 
the company was a local institution, could 
be seen every day, which supposes a cer- 
tain knowledge of activities and market. 
And then there is the sophisticated in- 
vestor, represented by a foundation, college, 
insurance company, which becomes a stock- 
holder only after careful analysis and study. 


In this comprehensive study, a question- 
naire was mailed to 367 companies. The ma- 
jority of these was selected from the July 
38, 1946, Financial World listing of com- 
panies whose annual reports qualified for 
judging, by industries, in the Sixth Annual 
Survey of Annual Reports. Many of these 
had received that publication’s “Best of In- 
dustry” award in previous years. This list 
was chosen because it was believed that a 
company which issues a modern annual re- 
port might be more progressive than aver- 
age in other phases of stockholder relations. 
In most instances, the mailing was ad- 
dressed to the president of the company; in 
instances where the sponsors knew there 
was a director of public relations, the mail- 
ing was addressed to him. 


— 








Meeting of Stockholders of Standard Oil Co. 
of New Jersey, held in a Flemington, N. J., 
theatre 


Representative Coverage 


NE-HUNDRED of the companies ad- 
©) arcooed (27%) cooperated in return- 
ing completely or partially filled-in ques- 
tionnaires. These 100 companies — large 
small, and medium-sized — have a sizable 
segment of American investors, even al- 
lowing for duplications. They represent the 
following industries—automotive, aviation, 
food, building materials, chemicals, cloth- 
ing, dairy products, department stores, mail 
order, electrical, farm equipment, machine 
tools, packing, petroleum, utilities and 
transportation. 

Six other companies explained, by letter, 
that they were unable to return the ques- 
tionnaire because, frankly, they “have no 
stockholder relations program.” Those who 
did not reply had, no doubt, one or many 
reasons: the questionnaire was time-con- 
suming; it could be interpreted as an inva- 
sion of “corporate privacy”; no one was as- 
signed to “stockholder relations”; it asked 
many questions which would have to be an- 
swered in the negative. Of those companies 
which did reply, one in four says no official 
or department has been designated to su- 
pervise stockholder relations. 

The questionnaire was long and detailed. 
The sponsors felt, however, that the subject 
was important and timely in this era when 
our profit-and-loss enterprise system is un- 
der criticism and attack. Information re- 
turned by the.100 cooperating companies is 
meaty, helpful, and frequently provocative. 

Illustrative of the considerate and for- 
ward-thinking attitude of most of the com- 
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panies surveyed, were answers to the ques- 
tion: “What are the most needed steps... 
to give stockholders a feeling of real par- 
ticipation in the affairs of the company?” 
Not only did a majority of the 63 giving 
specific suggestions say fuller and more in- 
formative reporting, but many progressive 
actions were urged: 


“Cordial attitude toward suggestions” 

“Maintain sound financial and employee 
policies” 

“Survey stockholders as to interests” 

“Use more informative institutional adver- 
tising”’ 

“Provide more interesting plant tours” 

“Apply good public relations practices” 


A detailed report with tabulations is be- 
ing issued by the Association of National 
Advertisers. 


Reliance on Reports 


SERIES of four questions near the 

end of the study delved into what 
might be termed “the democratic relation- 
ships between management and investor.” 
Replies to these revealed that the majority 
of managements have both the sensitivity 
and know-how to enable them to improve 
stockholder relations still further. Logical- 
ly, the emphasis was on the need for more 
complete, informative and readable annual 
reports. These four questions and responses 
are summarized in the following four para- 
graphs: 


Question 17a asked “the technique or 
activity most effective in identifying stock- 
holders’ welfare with that of the company.” 
While many techniques were reported, over- 
whelmingly the vote was for informative 
annual and interim reports, friendly and 
comprehensive replies to inquiries, and per- 
sonal interviews. 

Question 19 asked what can be done “to 
offset small stockholders’ feelings of being 
outsiders.” The majority voted for frank 
and informative reports, frequent and com- 
plete mailings about operations, trends, 
and plans, complete answers to letters, plant 
visits, and cordial handling of visitors. 

Question 20 asked ‘“‘What can be done to 
provide a better informed stockholder opin- 
ion which would help prevent criticism of 
‘managerial self-perpetuation’?” The pre- 
ponderance of votes was for full and fre- 
quent information on operations and prob- 
lems, personnel policies and background and 
responsibilities of officers, and reasonable 
salaries; one replied “Plenty.” 

Question 22 asked about “the most needed 
steps ... to give stockholders a feeling of 
real participation in the affairs of the 
company.” In the 62 suggestions offered, 
main emphasis was on better reporting. 
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Every one of the 100 respondents dis- 
tributes the company’s annual report to 
others besides stockholders, yet in only 19 
instances was it noted that the annual re- 
port is sent to company employees! Re- 
ports are mailed to more than a score of 
other groups and organizations; particular- 
ly banks and brokers (71 and 48 respective- 
ly), publications, (36), customers, educa- 
tors, business or community leaders, the 
trade, government officials and agencies, as 
well as to labor organizations (5), competi- 
tors (9), even to creditors, radio talent, etc. 
About a third of the respondents accom- 
pany these reports with special letters, 
notes, or cards of transmittal. Management 
is recognizing the annual report as a public 
relations tool—unique and effective “insti- 
tutional” promotion—for reaching friends 
of the company and important opinion 
molders. 


Special Mailings and Letters 


OST of the companies studied pay 
regular dividends. Half of them reg- 
ularly enclose printed matter with divi- 
dends; a quarter do so only occasionally. It 
would seem that more companies might well 
utilize dividend mailings as an opportunity 
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to give a “free ride” to news about the busi- 
ness or a message from management. That 
the trend is in the right direction, however, 
is indicated by the fact that a fifth of the 
companies have adopted that practice since 
1940. 

The majority of companies reporting also 
mail printed material to stockholders aside 
from the annual report, proxy material and 
dividend enclosures. Subject matter and 
number using each type of material are 
shown in the tabulation: 


Letters regarding company developments, 


plant additions, court decisions, etc. _.. 16 
Quarterly or semi-annual reports —______. 12 
Company sages 10 
Institutional booklets 10 
Special announcements —......._______._.. 9 
Employe booklets, labor relations — 9 
Report of stockholder meeting —. 9 
Trew rere ee 5 
 - dae et ae Ine ee een eA Tone ee 3 
Dividend declaration _... "g 
I I cient serctssstccncnscemsentlione 2 
BTGUTIIRRAORER aoc eae 2 
I sciiccinct erin naintecmanaaaaa ae 
Pieter Tene. ee ee 


ARE WAR-TIME EMPLOYEE BENEFIT PLANS 
MEETING THE POST-WAR TEST? 


Reviews of pension and profit-sharing plans installed between 
1941 and 1944 constituted 63% of the cases passing through the 
offices of this organization in 1946. 


Four of every five of these plans were reconstructed 
to meet changes demanded by employers or re- 


quested by employees. 


An as yet untitled survey based upon Reviews 
completed for our clients is in preparation. A 
copy will be reserved, upon request. 


WICKENDEN, MORSS AND ASSOCIATES 


Consultants — Employee Benefit Planning 


Administrative Office: 
295 Madison Avenue 
New York 17, N. Y. 


Philadelphia * 


Montreal 


Chicago 


* Cleveland e 


Vancouver a 


Technical Office: 
225 Broadway 
New York 7, N. Y. 


Toronto 


London, Eng. 
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It is generally recognized that welcome 
letters to new stockholders make the new 
investor feel a part of the organization. Yet 
only half of the companies use such letters. 
Twenty-two of them started the practice 
since 1940. 


Companies seemingly have needless fears 
about sending letters of regret to former 
stockholders who have relinquished their 
holdings. We have found no bad repercus- 
sion from such letters. Properly phrased, 
they need not cause embarrassment, yet 
only 12 of the companies now use “au-re- 
voir” letters. Flux of ownership, change to 
and from brokers’ names, was noted as a 
mechanical and cost problem. 


Meetings and Proxies 


IGHTY-ONE of the respondents gave 
figures on number of stockholders who 
attend annual meetings. In individual cases, 
the number ranges from “1 to 10” up to 
“500 to 600.” From “20 to 50” was the at- 
tendance most frequently mentioned. Both 
because attendance is usually small, and 
because annual meetings often are held in 
remote places, only eight companies make 
special efforts to increase personal attend- 
ance. These include refreshments, product 
displays, films, informative talks, and pro- 
vision for transportation. At least five com- 
panies hold successful regional meetings for 
shareholders, and another company is plan- 
ning on bringing corporate “films, exhibits, 
and shows” to its owners in key centers. 
While only 10 of the companies regularly 
acknowledge receipt of signed proxies — 
with one company intending to do so here- 
after—this represents a forward step. Sev- 
eral express management’s appreciation of 
proxy response in the annual report or in 
succeeding dividend enclosures. Not all 
compenies need to acknowledge proxies, of 
course, but more might consider this friend- 
ly gesture. 


Only one of the reporting companies has 
made a check to learn how many of its 
stockholders own shares in other companies. 
This question was asked because it can be 
valuable for a management to know the “di- 
lution of interest” among its shareholders. 
If an average stockholder is also a part- 
owner in 14 or 15 other companies, there is 
considerable competition for his attention 
and interest. He is almost certain to have 
some “favorites” in his portfolio, and the 
managements that treat him well are more 
likely to win his respect and loyalty. 


Investigation of multiple shareholding 
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usually convinces a management that it has 
fewer “small stockholders” than was 
guessed: a person who owns a small amount 
of stock in your company may be someone 
of considerable wealth and influence, with 
substantial holdings in Company Y or Com- 
pany Z. 


Promotional Messages 


EARLY half — 43 — have encouraged 

stockholders to buy company products 
and services, or to “boost” the products or 
services among friends. It appears that 
this kind of effort will be intensified (in 
consumer goods companies) as_ business 
moves into a more nearly normal and com- 
petitive market. Heading the list of means 
by which managements encourage share- 
holders to buy or promote company prod- 
ucts and services are dividend enclosures, 
annual and interim reports, welcome and 
special letters—followed by a scattering of 
other mentions, institutional advertising, 
gift packages, and regional meetings, for 
example. 

Financial or investor advertising is done 
by more than a third of the companies, 
ranging from dividend notices (the most 
common advertising effort) and annual re- 
port summaries to a few regular institu- 
tional campaigns. The latter usually are de- 
signed to get the company well and favor- 
ably known by investors and potential in- 
vestors, and employees. Only 22—regularly 
or occasionally—mail reprints of such ad- 
vertising to shareholders or reproduce some 
of them in their annual reports. 


Most Analyse Their Stockholder List 


SURPRISING number of companies 

have analysed their stockholder lists. 
More than half—54—have done this, and 
three more report the task is now in pro- 
cess or scheduled. Location, type, and sex 
of the holder, and number of shares held 
are the kinds of data most frequently ob- 
tained. 


Some companies also learn the occupa- 
tion or profession of shareholders, de- 
pendence on dividends for income, and a 
classification of institutions or organiza- 
tions owning shares. One company makes 
an annual analysis; others do the job oc- 
casionally. The value of such analyses in 
nearly every phase of stockholder rela- 
tions is obvious. 

It is encouraging that in 85 of the com- 
panies, some of their employees are known 
to be stockholders. Forty-six of the re- 
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spondents gave the following percentages vertising, products company policies and 
of employes owning stock in their com- practices. 


panies: In one recent instance, for example, an 
Percentage of articulate minority of a company’s share- 
employes reported No. of holders was most critical of advertising 
owning stock Companies expenditures and practices. The manage- 
Sn ek AG me, 255i bt see ment prepared and mailed a booklet ex- 
20—25% plaining its advertising philosophy, backed 
10—20% by studies and examples. All types of 
questions asked and charges made about 
the company’s advertising were repeated 
in the folder and given detailed explana- 
tions. Next year, when a questionnaire 
It is interesting to learn that only 11 was sent to shareholders, the adverse com- 
of the companies have surveyed any or all ment on-advertising dropped to the prob- 
of their stockholders as individuals by able irreducible minimum—and the vol- 
mail questionnaires or personal interviews ume of understanding or frankly favorable 
—to obtain factual or opinion information response rose appreciably. 
from the part-owners of the business. 


PE PEERED Prva et 


Under 2% 


ee : , A i i 
This is a device that can occasionally be Matter of Dumscentte AQGn 


used most effectively by any company. TOCKHOLDERS, as human beings, 
Opening up the return route of communi- are willing to give advice and opin- 
cation—from owners to management—it ions about a company in which they are fi- 
can uncover areas of misinformation or nancially interested. They label a man- 
lack of knowledge and indicate remedies. agement which sends them a questionnaire 
It can obtain data helpful in preparing the as alert, considerate, and democratic. They 
most acceptable reports and literature. It are inclined to buy and promote its prod- 
can reflect stockholders’ reactions to ad- ucts or services. 


When your customers visit this 
land of the Golden West tell 
them they'll find the same 
friendly hospitality with us that 


they've always found with you. 


THE HOME OF (eraonaleged TRUST SERVICE 


LARGEST TRUST BUSINESS IN THE WEST 


SECURITY-FIRST NATIONAL BANK 
of Los Angeles 


HEAD OFFICE, SIXTH and SPRING STREETS 
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About a third of the corporations say 
they receive infrequent or no criticism from 
stockholders about the company or its poli- 
cies. Another third confesses to criticism. 
The criticisms most frequently mentioned 
center around dividends (usually “too 
low’’), salaries (usually “too high’), earn- 
ings, officers’ stockholdings, and pension 
plans; stock options, attorney payments, 
“giving in to unions” each mentioned by one 
company. The volume of criticism has de- 
creased in recent years—both because of 
improved earnings and more enlightened 
stockholder relations programs. There are 
indications, however, that stockholder criti- 
cism may again be on the rise. 


Three out of four of the respondent com- 
panies have definitely assigned an official 
or department to supervise stockholder re- 
lations. Presumably the others have some 
internal cooperative arrangement of two 
or more officials or departments handling 
this work. In frequency of mention, stock- 
holder relations is, in the following order, 
the responsibility of: the Secretary, the 
President, the Treasurer, and the Public 
Relations Director—alone or with assist- 
ance and collaboration of other officials. 


Communications beyond the minima re- 
quirements reflect management’s recogni- 
tion of the shareholder as an intelligent 
human being and fellow-sponsor of the en- 
terprise. They show management’s desire to 
give the shareholder adequate and intelli- 
gible facts on the course of the business— 
as a democratic right in a profit-and-loss 
economy. This also is in line with the idea 
that no individual or corporate body is ever 
surfeited with too meny loyal and under- 
standing friends, supporters, and custom- 
ers. 


Particularly thoughtful were the sugges- 
tions of other logical interests of stockhold- 
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An Experienced Group of Consultants 


PENSION PLANS - PROFIT SHARING PLANS - EMPLOYE BENEFIT PLANS 


of all types, 


Self-Administered, Trusteed or Insured 


Cc. P. DAWSON CO. : 


MUrray Hill 3-1460 
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ers beside earnings and dividends. Eighteen 
respondents named “Employe relations”, 
thirteen cited “social and civic responsibili- 
ty” and others listed: public relations, with 
special reference to protection of “free en- 
terprise,” research, management policies, 
and sound economics. .A challenge today— 
and one of management’s opportunities— 
is how to make the understanding and good 
will of millions of stockholders an even 
greater asset both to their companies and 
to the enterprise system on which they de- 
pend. 





Simplified Reports Commended 


PEAKING of capital in the form of tools, 

Fred G. Clark, chairman of the American 
Economic Foundation, remarked at the Feb- 
ruary conference of the American Society of 
Mechanical Engineers: “The basic question 
is: Under whose ownership and direction will 
the tools produce the greatest good for the 
greatest number?” 


The co-author of the popular and simplified 
book on economics, “How We Live,” urged 
that Profit be translated as the cost that it is 
for the privilege of business freedom. Counter- 
ing the sometimes-heard objection that simpli- 
fied reports “tell too much,” Mr. Clark cited 
the operating statement of the Vanadium- 
Alloys Steel Co. as a fine example of the 
simplified report: 





Per 
Total Worker 
Received from Customers for Goods 
and Services ....... ..$7,557,254. $6,971.64 
These Receipts Were Expended for the Following: 
Cost of Goods and Services Bought 
from Others ......... .-$3,104,053. $2,863.53 
Cost of Payments Ordered ww ‘Gov- 
ernment (Taxes) . ..$ 471,888. $ 435.32 
Cost of Human Energy (Wages ‘and 
A A TO TT $3,404,705. $3,140.87 
Cost of Tools Wearing Out (Depre- 
ciation and War Damage) ............ $ 169,055. $ 155.95 
Cost of Using the Tools (Prafit) ....$ 407,553. $ 375.97 
ne Ff $6,971.64 
Tools in use by company workers ..$8,588,848. $7,923.28 
Ratio of Profit to Tools ................ 4.74% 







New York 17 
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— 45 AW EMPLOVEE 


The 28,728 men and women who operate and maintain the C & O 
earned $89,931,737 in wages during 1946. This was some 84 million 
more than in 1945 and represents about 45% of the railroad’s total 
receipts for last year... Average annual wage was $3,131... It 
is pertinent to point out that Federal, State, and local taxes 
amount to $894 for each employee. 


C & O’s Personnel Resources Inventory is now helping employees 
capitalize on their special talents, experience, and ambitions. . . 
A new suggestion plan is adding to the earnings of those who 
make significant contributions. 


— 45 A SHIPPER 


To assure increased capacity and peak efficiency in freight hauling, 
C & O has ordered 40 new fast heavy locomotives; 1,000 new 
70-ton roller-bearing hopper cars; 1,000 new 50-ton boxcars; and 
is now requesting bids on 3,000 additional 70-ton hopper cars. 
Other improvements embrace Centralized Traffic Control, grade 
revisions, and terminal expansion. Seventy-three miles of new 
spurs, sidings, and branehes were laid in 1946 to aid shippers. 
New lines are being projected into coal-producing areas; the 27 
new mines which began operations in 1946 have estimated loadings 
of 3,000,000 tons in 1947. 


Much coal originating on C & O lines goes to the highly indus- 
tylalized areas served by the New York Central Railroad. And 
many manufactured goods originating in New York Central terri- 
tories find their way into C & O communities. An affiliation of 
these two railroads should add to diversification of traffic and 
greatly benefit both of them. For these reasons the Chesapeake 
and Ohio has, since the beginning of 1947, acquired approximately 
400,000 shares of New York Central common stock. 


QUICK FACTS OF 1946 
1946 1945 1944 





Operating Revenues.......... 193 203 217 
| (MILLIONS OF DOLLARS) 
Operating Expenses.......... 140 185 137 
| (MILLIONS OF DOLLARS) 
Operating Ratio. oc ccccccscce 72.3% 90.8% 63.2% 
Net Operating Revenues....... 53 18 80 
| (MILLIONS OF DOLLARS) 
i See ee ener 26 3 51 
| (MILLIONS OF DOLLARS) 
ee rrr re 28 16 27 
j , (MILLIONS OF DOLLARS) 
| Bietncantwciccecsssncs 27 26 27 
} (MILLIONS OF DOLLARS) 
| Revenue Ton Miles............ 26,844 27,252 28,743 
| (MILLIONS) 
| Revenue Per Ton Mile......... 0.64 0.63 0.64 
(CENTS) 
| TE ieacoreceessdeunesceoes 90 81 81 
| (MILLIONS OF DOLLARS) 
| Earnings Per Common Share. .3.62 2.14 3.57 
| (DOLLARS) 
| Taxes Per Common Share..... 3.34 0.37 6.69 
| , (DOLLARS) 
| Dividends Per Common Share.3.50 3.43 3.50 
, (DOLLARS) 
Times Fixed Charges Earned...5.02 3.32 4.84 





How 60 Operations for (946 Affect You 


Highlights from the 1946 Annual Statement of 
The Chesapeake and Ohio Railway Company 
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— 45 AW NWVESTOR 


Despite nationwide shortages, mining and industrial strikes, and 
rising costs, C & O’s net’ income for 1946 was $27,726,780, or $3.62 
for each of the 7,657,354 shares of stock held by 88,187 in- 
vestors. Fixed charges were earned 5.02 times. Continuing its 
debt reduction program, C & O lowered its funded indebtedness 
by $4,075,000. 


Chesapeake & Ohio is in excellent financial health. Operating 
revenues for 1946 set a peacetime high of $193,407,931, of which 
$112,137,537 came from handling coal and coke. Current balance 
sheet shows total assets of $616,799,914. Funded debt at year’s end 
totaled $200,906,000 and all other liabilities $64,923,292, making 
total of funded debt and all other liabilities of $265,829,292. 


— 45 A SUPPLIER 


C & O’s modernization and upkeep expenditures will continue to 
benefit communities where suppliers’ plants are located.. In 
1946, a total of $75,437,957 was spent for maintenance of way and 
maintenance of equipment and for improvements to real property. 
Over $50,000,000 of new rolling stock alone is now on order. 


— 45 A PASSENGER 


Long the nation’s leading advocate of improving passenger ser- 
vice, C & O has played important parts in securing greater con- 
veniences for travelers in 1946. ‘‘Pay-As-You-Go” and credit card 
travel—both devised by C & O in 1946—went into effect in 
January 1947. C & O spearheaded the drive which won through 
passenger service in St. Louis and Chicago; exposed and helped 
wipe out the “black market”’ in sleeping-car reservations. Young 
peoples’ low-fare excursions were inaugurated and more are 
scheduled. 


In 1947, America’s most modern passenger service will operate 
between Washington and Cincinnati. Costing $6,721,293, the new 
“‘Chessies”’ will offer telephone service en route, lending libraries, 
children’s playroom cars, movies, news service, and many other 
comforts, conveniences, and luxuries. 


In 1946, the famous Greenbrier Hotel at White Sulphur 
Springs was reacquired; now being remodeled, it will open late 
in 1947. 


Through active participation in The Federation for 
Railway Progress, the C & O will work for the benefit 
of those groups on whom the future of American rail- 
roading depends—passengers, employees, investors, man- 
agement, shippers, and suppliers. 


CHESAPEAKE & OHIO RAILWAY 


TERMINAL TOWER, CLEVELAND 4, O10 
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-. BANK welcomes opportunities to cooperate 
with other fiduciaries in serving their personal and 
corporate trust customers in such capacities as: 


Agent, Co-Agent, Ancillary Adminis- 
trator, or in any other estate and per- 
sonal trust capacity 


Registrar or Co-Registrar for stock 
issues 


Registrar or Co-Registrar of bonds 


Trustee for corporate bond, note, or 
debenture issues 


Stock Transfer Agent or Co-Transfer 
Agent 


Disbursing Agent for stock dividends 


Paying Agent or Co-Paying Agent for 
principal and interest under bond issues. 


The First National Bank 
of Chicago 


TRUST DEPARTMENT 


Se a ee ee ee ‘ 





t 
i 


Nt ita ct tle Ninn 





381 


LABOR-MANAGEMENT COOPERATION 
BEGINS AT HOME 


Welfare of Both Depends Primarily on Company Teamwork 


GEORGE ROMNEY 
General Manager, Automobile Manufacturers Assn. 


N the intricate labor-management rela- 

tionship that prevails in the country to- 
day, there is a fundamental fact all too of- 
ten lost sight of — the basic community of 
interest between the workers and manage- 
ment of the same company. In a free com- 
petitive economy, the workers, manage- 
ment, investors and distributors of each 
individual enterprise are members of the 
same economic team. 


Each team is competing with other teams 
producing the same product or service — 
or one that can be used as a substitute. 
Their competition is to see which team can 
best satisfy the needs of customers, who are 
free to select between the products and 
services of competing enterprises. 


In the automobile industry, the workers 
and management of Packard are members 
of the same car producing team. They com- 
pete with similar car-producing teams la- 
beled General Motors, Ford, Chrysler, 
Studebaker, etc. The workers and manage- 
ment of each separate car company have 
greater areas of mutual interest among 
themselves than either has with any other 
worker or management group. The results 
of their teamwork will determine their po- 
sition in the industrial league of which they 
are a part. 

Every American knows what happens in 
sports when a team member subordinates 
the team’s interest to some other. Many an 
all-star team has been at the bottom of the 
league for lack of loyalty to the team. Amer- 
ica’s industrial teamplay has suffered great- 
ly because, in recent years, industrial 
unions in particular have convinced workers 
that their loyalty to an industrywide or 
national union is more important than their 
loyalty to their company associates. 


Collective Bargaining Made a Mockery 


ONSISTENT with this undermining of 
company teamwork, industrial unions 
seek management- labor cooperation on an 
industry-wide basis. Accomplishment of 


this objective would substitute a cartel 
economy for our present free competitive 
economy. 


If we are to retain the advantages of a 
free competitive economy, management-la- 
bor organization and cooperation must rest 
on the fundamental fact that the greatest 
area of mutual interest between manage- 
ment and labor exists between the workers 
and management of each separate enter- 
prise. . 


This unity of interest is so basic that any 
negotiations which ignore it make a mock- 
ery of true collective bargaining, and sim- 
ply create further confusion in the labor- 
management field. 


A failure, or even refusal, to recognize 
one’s own basic economic interests, because 
of some emotional compulsion, is unfortu- 
nately all too common in human relation- 
ships of many sorts. 


Everyone is familiar with one or another 
example of the maladjusted wife who be- 
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littles her husband in public, undermining 
the respect of his business associates and 
thus endangering his earning capacity on 
which her living depends. She knows in- 
stinctively that she is dependent on his suc- 
cess, but continues sniping at it. 


The Old Man With Pockets 


N the 1920’s when the “younger genera- 

tion” was loudly “discovering” the beau- 
ties of the intellectual life and the sordid- 
ness of grubbing for money, it was common 
to hear a college boy declaim at length that 
his father was a stupid, Babbitt-like busi- 
nessman—often just before dashing off a 
note to the old gentleman asking an advance 
on next month’s allowance. 

So it is perhaps not surprising that many 
unions are found engaged in publicly de- 
nouncing the methods, the prices and the 
profits of their employing companies, even 
though they know, however little thought 
they seem to give to it, that the jobs of all 
union members, and therefore the union 
officials, depend on the financial strength of 
the employing company. 

To be sure, the reverse of this attitude 
sometimes appears. In a recent issue of 
“Readers Digest” was the copy of a letter 
to members of the Watch Workers Union 
by one of their officers, Walter Generazzo, 
in which he said: 


A Real Leader of Labor Speaks 


‘‘Now’s the time when you’ve got to work 
with everything you have ... We’ve been 
pushing our wages up and up and up. Fine. 
But if we put our wages up on stilts and 
don’t lift our production up to the level of 
the stilts, it won’t be long before the whole 
country goes from the stilts to the skids... 


“Look at our gains in all three companies 
in our industry. Since 1941 we have had 


C. F. Jacobsen 
President 
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large increases in wages at Hamilton, El- 
gin and Waltham ... In the last year our 
employers have put out more money on 
payrolls and tools than they have taken in 
out of sales ... Profits are necessary. Only 
out of profits can our employers give us 
better tools for better production, out of 
which we can get our cut in bigger wages.”’ 


He points out that, while the industry 
was making war weapons, the U. S. watch 
market went to the Swiss, already strong 
competitors. He views the period ahead as 
one of “the fiercest competition you ever 
saw; and you’re going to get up on your 
toes now or lose your jobs.” And he winds 
up by concluding that “American free en- 
terprise now has to be saved by unions as 
well as by managements,” and says he 
would like to tell the manufacturers that 
“We’re going to try to do as much as you 
do, and even more than you do, for the 
quality and quantity of Walthams, Elgins 
and Hamiltons.” 


The Competing Force 


HERE is much common sense in Mr. 

Generazzo’s statements — perhaps wun- 
common sense, since his views are unusual 
enough to warrant reprinting in a national 
magazine. 


He wants to preserve American free en- 
terprise. He recognizes that successful em- 
ployers are the support of well paid work- 
ers. But he sees the competition, that is the 
essence of progress under free enterprise, 
as competition with a foreign product. How 
about competition among the American 
companies themselves with their productiv- 
ity, tools and management? 


How about not only giving the public as 
good a break as the foreigner can provide, 
but then going on to compete to give the 
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public better and better American watches? 
I don’t pretend to know anything about the 
watch business, but if it is typical of other 
competitive American businesses, then El- 
gin is not only worrying about the Swiss 
but about Hamilton and Waltham, Waltham 
about Elgin and Hamilton, and so forth. 
And each company’s workers should be wor- 
rying about whether they are measuring 
up against the competing force employed 
by the other companies. 


The Source of the Pay 


R. Generazzo can see the union, the 

foreign competitor and the industry 
as three entities. To complete the analysis, 
we might well include the point that an in- 
dustry is made up of separate companies. 
A worker is not paid by an “industry.” He 
is paid by a competitively producing com- 
pany in some particular type of industry. 
It may be a big company or small, efficient 
or inefficient, integrated or a specialty pro- 
ducer. 

These, and like facts that make up the 
company’s individual character and success, 
can’t be dodged in arriving at real, work- 
able collective bargaining agreements. Com- 
panies and their working forces are com- 
petitive. 

Employees of a company are also compet- 
ing with employees of companies making 
products which can be substituted. For ex- 
ample, if copper becomes more expensive 
than plastics—where both can be used— 
the copper company will lose business to 
the plastics company. The failures in sup- 
ply of coal, due to strikes, and the higher 
costs from higher wage rates, caused rail- 
roads to turn to diesel engines using oil. 
Thus, the coal miners have lost some of the 
market for their services. 

Instead of steel workers worrying about 
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whether they are making more or less than 
coal miners or auto workers, the employees 
of Company A, if they are really concerned 
about their welfare, (and their local union 
leaders if they are genuinely concerned 
about the people they represent) should be 
watching to see if they are doing as well as 
the men making competitive products in 
Company B down the street. 


Restore Good Relatians 


FW HE real question is: are they contribut- 

ing the productivity to their jobs that 
will allow their company to do better by 
them than Company B can do for its em- 
ployees? Because if they are not, they have 
more to worry about than whether their 
wages and working conditions are as liberal 
as those in Company B. They have to wor- 
ry about how long Company A can keep up 
with the parade and continue to pay them 
any wages at all. 

This knowledge of where each worker’s 
real interest lies, if broadly held by laber, 
would go a long way toward restoring a 
feeling of teamwork throughout each com- 
pany. A “what’s good for the company is 
good for me” attitude would bring realism, 
and understanding to the bargaining table, 
would aid immeasurably in restoring a 
healthy, friendly human relationship to la- 
bor relations, and, above all, would provide 
the basis for improved efficiency that would 
allow continued increases in workers’ wages 
and improved conditions in which to work. 


Indeed, reflection of this knowledge in 
the new national labor policy now being 
formulated in Washington is the primary 
requisite if American managements and 
American unions are to cooperate effective- 
ly in fulfilling America’s great mission of 
freeing people everywhere of economic, 
political, social and religious bondage. 
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OO often, “a little knowledge” and mis- 

information are major contributory 
causes of industrial conflicts and of the 
negative attitudes in some communities 
toward their industriel establishments. 
Fortunately, many companies are awake to 
the importance of setting up definite chan- 
nels of communication to keep their em- 
ployees and the community informed of the 
facts about the company’s business life— 
profits, investments, policies, programs, and 
other pertinent subjects. This awareness is 
demonstrated by the eagerness of industry 
to learn what various companies are doing 
in this field. Specific cases are wanted. 


The high-lights described herein are in- 
dicative of the total program of Armstrong 
Cork Company, which is based on four 
fundamentals: 


First, the supervisor is the key to keep- 
ing employees informed; 

Second, the employee is the key to keep- 
ing the community informed; 
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How Armstrong Cork Keeps 
Employees and Community 
Informed 


THOMAS G. NEWTON 
Director of Training, 
Armstrong Cork Company 


Third, oral methods of communication 
are more important than written media; 


Fourth, questions about the company in 
the minds of employees and members of the 
community must be anticipated and an- 
swered if the program is to be effective. 


Home Office Visit for Supervisors 


ORMALLY, the best way to answer the 

employee’s questions about the busi- 
ness is to encourage him to put them to his 
supervisor. If he gets a complete answer, 
he will probably go back for more. This 
brings us first to the methods of keeping 
the supervisor informed. 


Once every three years he travels from 
Pensacola, Fla., South Braintree, Mass., 
South Gate, Calif., or wherever his plant is 
located, to the general office in Lancaster. 
There he joins a group of supervisors from 
other plants to attend what is known as the 
Home Office Visit program. It lasts for 
three days. He meets with the president, 


+ HOW AND WHY OF OUR JOBS ? 





ON THE JOB INSTRUCTION APPRENTICE TRAINING PROGRAMS 


One of the many exhibits prepared by the Company at its various plants to inform 


employees about Armstrong Cork Company Personnel Programs 












vice presidents, treasurer, economist, di- 
rector of research, and other major depart- 
ment heads to hear frank discussions of 
company progress, objectives, financial 
standing, sales outlook, and other aspects 
of its business life. 


Discussions are two-way, because he gets 
an opportunity to ask any questions he 
chooses. Some subjects are handled on a 
pure conference basis, with his group for- 
mulating solutions to problems posed by 
the group. Many stay beyond the three days 
so they can discuss special questions with 
persons in the home office or visit other com- 
pany plants in the area. 


In-Plant Conferences 


PROGRAM of Plant Conferences is 
A operated in the plants to stimulate the 
flow of information. The agenda includes 
questions relating to the union agreement, 
methods improvement, departmental organ- 
ization and functions, budgets and standard 
costs, and many other subjects. 


A Plant Menagement Association at each 
plant provides a further means for the su- 
pervisor to consider the broad phases of his 
management responsibilities, and an oppor- 
tunity to hear officers tell of company plans 
in relation to economic trends, as well as to 
hear outside experts discuss management 
and business topics. 


The supervisor attends production meet- 
ings to discuss departmental matters and 
points on which cooperation can be main- 
tained with other supervisors. Each month 
all members of manegement receive from 
the general office a three-page publication, 
“Management Notes”, about the Company 
and the outside business world. Every oth- 
er month it lists new books and pamphlets 
available in the company library, from 
which he can also receive a wide selection 
of magazines. 


Many meetings keep the upper levels of 
management fully informed, so they can 
not only work well together, but also pass 
on information about the business to the 
rest of the organization. These include the 
Executive , the Forecasting and the Produc- 
tion-Personnel-Policy Advisory, Divisional 
Committees, Plant Managers’, Corporate 
Staff, Plant Menager’s Staff and Five-Year 
Plan meetings. 


Training plans have been developed for 
Supervisors on an individual basis, and ba- 
sic training is provided the new supervisor 
through a “Production Management Course” 


A page from The Armstrong Reporter in which 
the Company Semi-Annual Repert is exempli- 
fied for Armstrong employees 


to develop an effective supervisory organi- 
zation, and keep their channels of com- 
munication open. 


Whys and Hows in Employee Relations 


HE new employee is inducted into the 

company, plant, and department 
through a carefully planned Induction pro- 
gram. Professional sound-motion pictures 
show the factors responsible for his com- 
pany’s growth from a very small organiza- 
tion in 1860. They tell him of the programs 
available to serve his economic needs and 
the principles which activate its business 
relationships. Personal talks, supplemented 
by illustrated charts, given by personnel 
representatives and his supervisor, answer 
many of the new employee’s questions. On- 
the-job training not only gives the “how’s” 
of the job, but the “why’s” so that he knows 
how his job fits in with others. 


The employee magazine The Armstrong 
Reporter brings to his home information 
about “economic” subjects, as well as other 
company affairs. Twice a year, it gives a 
complete report on the company’s opera- 
tions, such as profits, sales, dividends, tax- 
es, expenses, wage-and-szlary bill. Booklets 











In the Calendar Department of the great 
Linoleum Plant of the Armstrong Cork Com- 
pany, visitors at the Open House were enabled 
to see the operation thru special steps and 
platform erected especially for the event. A 
total of 50,130-persons, representing 30 per 
cent of the population of Lancaster City and 
County, visited the plant and special exhibits 
during Open House. 





available to employees range in subject 
from how their pay is determined to the de- 
tails of the Group Hospitalization program. 
Bulletin board postings keep them up to 
date on happenings within the organiza- 
tion. 


The Personal and Printed Word 


HOULD some employment policy, such 

as the incentive rate, be revised for any 
reason, they attend a meeting to hear a full 
explanation. Periodically, they have an op- 
portunity to comment on their jobs through 
an Employee Attitude Survey, which gives 
the management group the employee reac- 
tions to policies and working conditions, 
and discloses subjects on which employees 
want information. 


When some fector is about to affect the 
economic life of the plant, e. g., the shortage 
of an important raw material, it is not un- 
usual for employees to receive a letter at 
their homes from the Plant Manager ex- 
plaining the situation, its effect on them, 
and what is being done about it. End use 
of products naturally is of interest to em- 
ployees, and periodically they receive litera- 
ture prepared by the advertising depart- 
ment to promote the sale of the product on 
which they are working. 
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The printed word, however, is designed 
to supplement and stimulate the personal 
contacts of the employee with his super- 
visor. Through them, provided the super- 
visor is well-informed about the economic 
life of his company, the employee will also 
become informed. As employees grow older 
in service, they attend Service Award pres- 
entations. This is not done in a stodgy 
fashion, and the word “economics” is sel- 
dom mentioned, but the facts of the busi- 
ness are told by company executives in 
terms of human interest stories surround- 
ing long records of service. Under a proce- 
dure called Review of Service, the super- 
visor analyzes and discusses the perform- 
ance of each employee on his anniversary 
date, which often leads to discussion of 
departmental and company objectives as 
they affect the employee’s job. 


Each grievance case, and every manage- 
ment-union meeting provide an opportunity 
to acquaint union representatives with the 
economic problems and factors affecting the 
company’s business. Minutes of such meet- 
ings are posted plant-wide. There is a con- 
tinuel challenge to find new and more effec- 
tive means to keep abreast of educational 
and social trends in the nation. 


Employee the Key Representative 


N keeping the community informed of 

the company’s economic life, the em- 
ployee is the key figure. It is through his 
daily conversations with members of the 
community not connected with the company, 
that the latter form their impression of its 
integrity and get their knowledge about its 
profits, expenses, executive salaries, pol- 
icies, end other business facts. If employees 
are not accurately informed and do not have 
confidence and faith in their company, we 
can expect the same reaction in the com- 
munity. To supplement this basic approach, 
a few other important steps are: 


Each month, the Armstrong Reporter is 
mailed to leaders of thought in the plant 
cities: doctors, ministers, dentists, lawyers, 
representatives of schools and local govern- 
ment, bankers, and others. Through this 
chennel, they can note semi-annual financial 
reports, news of expansion and other devel- 
opments of the Company as a citizen in the 
community. Special news items are released 
by the News Bureau and local plants to the 
press and radio. 


Plant Tours and Civic Activity 


N many occasions, employees of local 
plants, working in collaboration with 
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plant managements, have staged Open 
House programs for their families and 
friends, and for other members of the com- 
munity. Tours are charted and exhibits and 
demonstrations arranged; employees act as 
guides, and are proud to show their guests 
what goes on in the daily life of the plant. 


Members of the management of our local 
units are encouraged to take part in civic 
affairs. It is unusual if there is not, in a 
community, at least one Armstrong man- 
ager holding office in the school system, in 
the council, community chest, Chamber of 
Commerce or Manufacturers’ Association 
as well as in one of the civic luncheon clubs. 
Each company local unit, as a good citizen, 
is expected to play its part in supporting 
worthwhile community projects. Company 
representatives are also encouraged to talk, 
upon request, to association meetings, 
school students, and other civic groups. In- 
stitutional advertising is another avenue 
used to tell the public the news of the busi- 
ness. 

When a new plant is to be erected a 
Ground Breaking ceremony is arranged, 
with a luncheon for civic leaders. Officers 
tell what the new industrial citizen is ex- 
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pected to do in the community in terms of 
employment, income, policies, and the du- 
ties it will assume. News releases continue 
to inform the community of building per- 
sonnel and progress. 


There is perhaps no final pattern for 
keeping employees and the community in- 
formed of the business life of the Com- 
pany. But we do believe the supervisor is 
the key to keeping the employee informed, 
and that the employee is the key to keeping 
th community informd. In view of the ba- 
sic importance of these relations, an assis- 
tant to the president has recently been ap- 
pointed, with full-time responsibility to co- 
ordinate this work throughout the company. 





Like Working in Banks 


MEN ARE HAPPIER employed in a bank or finan- 
cial organization than in an industrial or com- 
mercial company, and the reverse is true of 
women, according to Eugene Benge, president 
of Benge Associates, after a study in America 
and Canada. The prestige that goes with the 
job appeals to the male ego. As a happiness 
factor, salary invariably rates below security, 
recognition and treatment. 
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VISUAL REPORT TO INSURANCE STOCKHOLDERS 


1.) From biographical sequence of presi- 
dent Stevenson 


2.) Disabusing the idea that savings are 
musty, this leads into the description of 


3.) The fields of activity in which insur- 
ance funds are used 


EATURING its centennial of service, 

the Penn Mutual Life Insurance Com- 
pany is reporting to its more than half a 
million stockholders and the press with the 
showing of a cleverly animated sound pic- 
ture of its history and operations. For the 
first time, an insurance company has both 
utilized visual techniques of financial re- 
porting and outlined an itinerary of meet- 
ings from Albuquerque to Wilkes-Barre, 
covering 91 cities. 

At the New York preview John A. Stev- 
enson, genial president of the company, de- 
scribed the moving picture and local contact 
as needed substitutes for the impersonal 
and highly-technical reporting methods of 
the past. The film, in easy-to-follow se- 
quences, depicts the uses of the company’s 
income and payments and dramatizes the 
usually dull and hard-to-understand finan- 
cial figures with a combination of cartoon, 
graphic and pictorial elements. 

The printed, and well illustrated, annual 
report is mailed to all stockholders, but the 
film showings—like those at the regional 
stockholder meetings of General Mills— 
presents opportunity for policyholders to 
talk with a key executive of the company. 


Typical frames from the film are repro- 
duced on this page, and bear out the hu- 
manizing effects of this pioneer method of 
interpreting financial operations. In his in- 
troductory comments, Mr. Stevenson re- 
marked that the company properly had 
“glass pockets,” and stressed the public 
service of insurance. 


Commenting on the Centennial movie, 
Mr. Stevenson says: 


“The business of an insurance company 
is naturally so vast and complex that we 
feel it must be confusing to the average 
person — dealing as it does with an actuar- 
ial maze of astronomical figures. When 
these billions are broken down into small 
human units, we believe the story of in- 
surance can be brought home vividly and 
understandably to those who own it. 

“For example, in the last century, our 
company has paid out a total of $1.6 billion 
in benefits to American families. In the film, 
this sum is broken down to illustrate that 
today this money would build a city of 
50,000 new, modern homes for American 
families. In addition, it would provide 
100,000 young people from those homes with 
a college education and there would still 
be enough over to retire their parents to 
a comfortable, care-free old age.” 
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Condensed Statement of Condition as at close of business 


March 31, 1947 | 


RESOURCES 
Cash and Due from Banks . $ 505,278,629.54 
U. S. Government Securities. 1,179,216,424.23 
U. S. Government Insured F. H. A. 
Mortgages . . . . . 
State and Municipal Bonds . 
Stock of Federal Reserve Bank . 
Other Securities . : 
Loans, Bills Purchased and 
Bankers’ Acceptances 
Mortgages ; 
Banking Houses.. . . 
Other Real Estate Equitie 
Customers’ Liability for Acceptances 5,994,305.33 
Accrued Interest and Other Resources 5,435,250.16 


$2,250,225,889.11 


LIABILITIES 


Capital . . . $41,250,000.00 
Surplus . . . 41,250,000.00 
Undivided Profits 37,683,685.76 $ 120,183,685.76 


9,820,525.68 


3,528,058.30 
31,278,693 .34 
2,475,000.00 
24,133,609.04 


469,166,048.76 
13,294,557.64 
10,117,805.13 
307,507.64 


Reserve for Contingencies 
Reserves for Taxes, 

Unearned Discount, Interest, etc. 
Dividend Payable April 1, 1947. 
Outstanding Acceptances 


Liability as Endorser on Acceptances 
and Foreign Bills 


Deposits 


8,037,092.92 
1,237,500.00 
6,959,821.85 


291,662.00 
2,103,695,600.90 


$2,250,225,889.11 


United States Government and other securities carried at $79,482,366.88 are pledged 
to secure U. S. Government War Loan Deposits of $43,703,296.48 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 
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HERE’S A 
MAN 


WHO KNOWS 
HOW TO 
COOPERATE 
WITH 


TRUST OFFICERS 


W. all like to work with people who know how 
to cooperate . . . with people who understand our point of view 
and our problems. And cooperation is practical only where there is 


basic knowledge of the problems to be faced. 


That is why Trust Officers find the cooperation of the Connecticut 
General Life Underwriter valuable. He not only has the knowledge 
for cooperation, but he knows how to cooperate. His whole training 
and experience in estate analysis and planning, in formulating busi- 
ness insurance plans and employee retirement plans, make him a 
valuable co-worker for any Trust Officer. His broad contacts can 


also make him an excellent source of new Trust Business. 


So, if the card reads Connecticut General, you can be sure that your 
visitor is a Life Underwriter capable of rendering real assistance in 
your work. He is backed by the broad facilities of the Connecticut 


General and the technical consultation service of its Advisory Bureau. 


CONNECTICUT GENERAL 
LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 





TRENDS IN ESTATE ANALYSIS AND PLANNING 


HEMAN T. POWERS 
Powers System of Estate Analysis, Cleveland 


This is the first of a series of monthly columns by this nationally 
known estate analyst. Comments and suggestions will be welcomed.— 


Editor’s Note. 


STATE analysis and its next of kin, 

estate plenning, have in the past been 
offered to prospective buyers of insurance 
or trust services with the objective of es- 
tablishing a relationship which it was hoped 
would result in a sale. The general concept 
of estate analysis is rapidly changing, how- 
ever. It is-becoming a principle of service 
instead of a means of creating business. It 
is becoming an integral part of life under- 
writing and trust advisory work and legal 
counsel. It is being used by these profes- 
sions to the end that a higher quality and 
more effective advice can be made available. 


Some time ago, when my car was giving 
me trouble, I took it to a rather imposing 
garage to heve it repaired. After a cursory 
examination, the manager glibly told me 
that the seat of my trouble was in the fuel 
pump and advised me to have a new one in- 
stalled. So I bought a new fuel pump and 
peid for its installation. A half hour after 
I drove away, the car started to act exactly 
as it had previously. 

Instead of returning to the original shop, 
I stopped at a garage on an obscure side 
street. The mechanic (who was also the 
proprietor) lifted the hood, listened to the 
running motor and then said: “There are 
three or four things that, either alone or 
with the others, may be giving you this 
trouble. I don’t want to tell you what is 
wrong until I take your motor down at 
least partially. If you want me to, I’ll dc 
that end tell you what ought be done to 
put your car in good running condition. At 
that time, you can decide what you want tc 
do about it.” 


The following day he gave me a list of 
the things that needed attention. One of 


them being in the ignition system, he rec- 
ommended that I take the faulty part to the 
service station of the manufacturer, saying 
“It will cost you less than if I do it.” He 
was told to proceed with the correction of 
the sources of trouble and, when I drove 
away from his shop, my car ran like a Swiss 
watch and has continued to do so ever since. 

The first service station made a $25 sale. 
The second man billed me $15, but since 
thet time I have paid him over $600 for 
services or supplies, and have sent a dozen 
others to him for one thing or another. 

The first mechanic was rendering a serv- 
ice to sell me something. In the case of the 
second, the analysis of my motor trouble 
was a part of his business or service phil- 
osophy. He employed analysis in order to 
render the highest quality and most thor- 
ough service of which he was capable. 


Analyze Before Planning 


T is important that attorneys, trust offi- 

cers and insurance underwriters draw a 
line of distinction between estate planning 
and estete analysis. Estate analysis in- 
volves subjecting the estate and its plan to 
the acid test of a hypothetical administra- 
tion by which means the same problems, in 
principle, will be developed that would arise 
under actual circumstances. Estate plan- 
ning consists of devising procedures dis- 
tributing the property, reducing the liabili- 
ties, eliminating the factors that may im- 
pair the estate’s purchasing power. Estate 
analysis is the basis upon which estate plan- 
ning should be performed. 

It is obvious to the point of absurdity, 
that the property upon which beneficiaries 
must depend for their existence is that 
which is paid over to them directly or to a 
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trustee at the expiration of the probate 
period, which has been reduced by the ag- 
gregate of the cash items paid during the 
period of administration. It is this residue 
that will carry the burden of providing ade- 
quate income. 

In the light of this, how can the insurance 
underwriter adequately “program” the in- 
surance of a policyholder who also possesses 
general property; how can a trust officer 
conceive a plan of management; how can 
an attorney render the most effective serv- 
ice unless each possesses a knowledge of 
what the post-probate estate will be, the 
characteristics of its assets and their de- 
pendability as persistent sources of income? 


Again, how can the owner of an estate 
intelligently say “tyes” or “no” with respect 
to the purchase of additional life insurance; 
how can he give intelligent approval to cre- 
ation of a trust or powers that are essential 
to efficient trust administration; how can 
he intelligently instruct his attorney with 
respect to the distribution of his estate, un- 
less he possesses a knowledge of what he is 
disposing of and of the degree to which it 
will accomplish what he desires? 


A. Policy Matter 


HILE in Fort Worth the other day, a 
life underwriter told me of a case 
which he had recently closed. Upon comple- 
tion of his analysis, he suggested to the es- 
tate owner that they together see the lat- 
ter’s attorney and go over the work sheets 
(not a report) with him. The attorney stat- 
ed, at the end of the interview, “Mr. 
(the client), if all my clients would do as 
has been done in your case, our work as at- 
torneys would be made easier and more ef- 
fective.” 
A trust company located in a substantial 
city in New York has established an insti- 
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tutional policy that before any recommen- 
dation is made with respect to the creation 
of a trust, either by will or agreement, a 
complete analysis of the prospective trust- 
or’s estate must be made. 


In both of these instances and, without a 
doubt, in many others, a service that close- 
ly approaches the professional is being ren- 
dered. The work of each has been given a 
higher degree of dignity. 


“Practice of Law” 


HE concern of Local, State and Amer- 

ican Bar Associations, along with the 
growing perplexities among leading life 
underwriters and other laymen with re- 
spect to the unauthorized practice of law 
as it relates to estate analysis and estate 
planning, impelled the writer on his last 
Western trip to discuss this matter with 
leading attorneys and laymen. The follow- 
ing observations reflect impressions gained 
from these constructive interviews. 


Well equipped life underwriters are some- 
what puzzled over the position taken by 
members of the Bar with respect to their 
alleged unauthorized practice of law. They 
argue that many attorneys are less qualified 
by knowledge or experience to deal with 
matters pertaining to the transfer of prop- 
erty by gift at death than they are. While 
the leading members of the Bar with whom 
I have had the privilege of discussing this 
subject concur in this, it must be borne in 
mind that the purpose of the unauthorized 
practice acts of the different States is to 
protect all citizens against the interpreta- 
tion and application of any and all laws by 
uninformed, incompetent and unscrupulous 
individuals. The law can be no respecter 
of persons. It must be enforced against all 
persons who are not licensed to practice. 


In their insistence that laymen conform 


beni (hepery 
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to the unauthorized practice act, the bar 
essociations are impelled not only by a de- 
sire to protect the public, but likewise to 
protect the prestige of their profession as 
well as their source of income. They are 
entirely justified in so doing, for it is cer- 
tainly inequitable that a licensed attorney 
be compelled to take first a pre-law course, 
then a law course and lastly submit to a 
rigid examination to merit the right to 
render the sort of counsel which a layman 
attempts to give without this background. 


Since the fundamental purpose of the un- 
authorized practice acts is to protect the 
public, its enforcement should achieve that 
objective, which in turn places a heavy re- 
sponsibility on the attorney for making it 
possible for his estate owner client to trans- 
fer the maximum utility of his estate to its 
beneficiaries. In these complex times the 
interests of wives and children cannot be 
served by even the most expertly drafted 
instrument nor by the most erudite counsel 
unless such instruments have been drafted 
or the advice rendered in terms of the facts 
of the estate and the facts of the estate can 
only be ascertained by analysis. 


It is the consensus of the members of 
the Bar with whom I have talked that an 
analysis of the estate will inure to the bene- 
fit of its beneficiaries and will enable the at- 
torney to render a service to his clients that 
is more effective and more satisfactory to 
himself, provided, of course, that such 
analysis is completely done. It is also the 
consensus that analysis can be done, and a 
substantial contribution to the efficient 
transfer made, by the life underwriter, pro- 
vided it is submitted to the attorney for 
checking and review. 


Of course, the analysis is ineffective un- 
less corrective procedures are evolved and 


“Producing the benefits of hindsight for the 

imperative, although unforeseen, need by 

substantial term loans against the security 
of trust estates.” 


FUNDING CORPORATION 
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implemented. This, however, is estate plan- 
ning and since the consideration of reme- 
dial procedures involves the interpretation 
and application of law, as also does a dis- 
cussion thereof, estate planning is prac- 
ticing law. The layman can, however, avoid 
the unauthorized practice by submitting the 
analysis to the attorney who alone (but, 
obviously, preferably assisted by the ana- 
lyst) can plan the estate revisions and 
make the recommendations in connection 
therewith to his client. 


The matter resolves itself, therefore, into 
“How can the objectives of the unauthor- 
ized practice acts be consummated and at 
the same time the capabilities of competent 
estate analysts, i.e., life underwriters or 
trustmen, be made available to the es- 
tate owners and their beneficiaries?” 


The transfer of property ( as I have dis- 
cussed in a previous article in Trusts and 
Estates, May 1946, page 475), involves 
three aspects, namely: 


The economic, which deals with the 
mathematics of the estate and involves 
analysis. 


The legal, which involves the considera- 
tion of corrective procedures, a discussion 
of those which seem practical with the es- 
tate owner, and the implementation of 
those selected. 


The administrative, which involves the 
management of the estate during and after 
probate. 


The solution to this perplexing problem 
would be simple if the layman and the at- 
torney developed a “team play” based upon 
a common concept of their joint and several 
responsibilities to the estate owner and his 
beneficiaries, along with a sincere respect 
for the other’s area of service. 
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Where There’s A Will... 


OSEPH M. SCHULTE, former chair- 

man of the board of the cigar-store 
chain bearing his name, gave his wife $50,- 
000 by will and an additional $50,000 by a 
codicil. She also receives for life certain 
land and houses which pass at her death to 
the trustees named. She is to pay all ex- 
penses of repairs, taxes and assessments, 
and maintain insurance up to the full value 
for the benefit of the estate. In the event of 
fire or destruction the estate is to reimburse 
the widow for rebuilding, up to the amount 
recovered from the insurance company. 


The remainder is to be held in trust and 
the first $10,000 of annual income is to be 
paid to Mrs. Schulte. Of the excess income, 
$10,500 in the aggregate is to go to seven 
named persons. At Mrs. Schulte’s death the 
principal is to be divided into seven trusts 
so that the principal of each will yield the 
yearly sum specified for the beneficiary. The 
principal of these trusts and the real es- 
tate devised to the wife are ultimately to 
be divided into four equal shares, one each 
to the issue of Mr. Schulte’s and two sis- 
ters, said issue taking per stirpes, and the 
fourth share to a half-brother and helf-sis- 
ter. Mr. Schulte provided that the Central 
Hanover Bank and Trust Co. of New York, 
named as co-executor and co-trustee, be 
paid the full commissions as if it were act- 
ing alone. 


* * * 


EORGE A. OHL, JR., one of New Jer- 

sey’s leading philenthropists and own- 
er of the metal machinery company bearing 
his name, left his home to his wife plus an 
income of $120 per week for life. Upon her 
death, the principal “shall be held and ad- 
ministered by my executors ... as a char- 
itable trust in memory of George A. Ohl, 
Jr., by whose name the fund shall be known 
to collect end apply the income arising 
therefrom and the principal thereof for 
the relief of the poor, etc., the promotion of 
science, health, recreation, education and 
good citizenship of and among the inhabi- 
tants, regardless of race, color or creed, of 
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the State of New Jersey. Mr. Ohl specifical- 
ly earmarked $300,000 for the establish- 
ment of two.foundations, bearing his name, 
one to combat cancer and the other to fight 
infantile paralysis. Federal Trust Com- 
pany of Newark is named co-executor and 
co-trustee with two of its officers. 
% * * 


REDERICK STANHOPE PECK, 

known as the “watchdog” of the Rhode 
Island State Treasury, gave his collection 
of autographs and documents relating to 
his family and Rhode Island to his wife 
during her life and then. to his eldest male 
lineal descendant alive at her death. It was 
his request that the collection continue to 
belong to his male lineal descendants. In 
the event there are none at his wife’s death 
then the collection is to go to the Rhode 
Island Historical Society. 


A trust of the residue is to be established 
and the income derived from it is to be paid 
first to the daughter in monthly sums so 
that the aggregate ennual sum, including 
the income from annuities to her, will equal 
$10,000. The rest of the income goes to the 
wife, and at her death to grandchildren 
alive on the quarterly payment dates, and 
to the issue of deceased grandchildren per 
stirpes. The trust is to terminate 21 years 
after the deeth of the “latest survivor of 
my said wife, my said daughter, and every 
grandchild of mine living” at my death. The 
principal is to be paid to the issue living at 
that date, and if there are no issue then the 
property will pass by the laws of descent 
of real estate in effect at the time of the 
execution of the will. 


In the event that the income paid is not 
sufficient to provide for the comfortable 
support and maintenance of the benefici- 
aries, the trustees may expend so much of 
the principal as is necessary. The trustees 
are authorized to invest in any kind of 
property even if such be hazardous, specu- 
lative, westing or unproductive, and may 
carry on all the business interests of the 
testator. Industrial Trust Co. of Providence 
is named-co-executor and co-trustee. 
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REQUIREMENTS FOR DRAFTING WILLS 


HARRY B. HOFFMAN 
Attorney at Law, Peoria, Illinois 


N drafting a will, a lawyer assumes a 

great responsibility to his client and to 
the ultimate beneficiaries, regardless of the 
size of the estate. Therefore, we should in- 
sist upon a fee commensurate with these 
responsibilities. and the necessary time re- 
quired to draft the will. 


The draftsman should require the Testa- 
tor to give full information as to all the 
property he possesses, where it is situated, 
an accurate description of the property, and 
by what title he holds the same, and as to 
whether it is encumbered by mortgage or 
otherwise. It not infrequently occurs that 
a client will unfold an elaborate estate plan 
forgetting or not knowing that upon his 
death all of his property which is jointly 
owned will go over to his surviving joint 
tenant and that his will will not operate 
upon his property. It is advisable to insist 
upon personally examining the deeds and 
other instruments whereby your client has 
acquired title. Very often a client erron- 


eously refers to his bank account as being 
“joint” when, in fact, the account is in the 
name of the client only and he has merely 
given the right to some third person to 
sign checks and make withdrawals from the 
account. 


Foreign Real Estate 


T is highly important to determine where 

the testator’s property is situated. In 
examining the deed to property in another 
State, you may discover that title is held in 
the husband’s and wife’s names without 
reference to a joint tenancy. You might be 
inclined to apply the law of this State and 
conclude that this property is held as ten- 
ants in common. Upon investigating the 
law of the particular State involved, how- 
ever, you may discover that, where property 
is conveyed to both husband and wife, they 
are seized of an estate by entirety with a 
resulting survivorship. 

In all probebility, it will be necessary to 
probate the will in each foreign State in 
order to properly clear the title to each 
tract involved. In view of the expense in- 
volved it might be well to advise your client 
that he should presently convey the proper- 


From address before Illinois State Bar Assn., Feb. 14, 
1947, 


ties to a trustee authorized to do business 
in the particular State in question, under 
an agreement whose provisions for the dis- 
position of this property will parallel the 
provisions contained in the will. The ad- 
vantages and disadvantages of an irrevoc- 
able trust might also be discussed with the 
client at this point. 


Getting to the Objectives 


HE lawyer should obtain from his cli- 

ent his real objectives. The lawyer 
should not impose his ideas upon his client 
as to how to dispose of his property. It is 
the lawyer’s function merely to guide the 
mind of the client into the channels of cor- 
rect thinking and advise him in the light of 
the law and the facts, as how best to carry 
out his intentions. 


Upon obtaining all the data from your 
client, you will undoubtedly find that much 
more is involved than merely drafting a 
will and that you should advise him ex- 
tensively on the planning of his estate. 
This, of course, entails advising him of the 
Federal and State death tax rates and ex- 
emptions, and the Federal (and State, if 
any) gift tax. You may ultimately wind up 
extensively planning the disposition of his 
estate by having him make certain gifts, 
preparing trust instruments, and revising 
his life insurance beneficiary arrangements. 
When the whole job is done, the preparation 
of the will has taken the least time of all. 


Life Insurance 


HE client’s life insurance policies 

should be carefully reviewed for the 
purpose of determining how the proceeds of 
the same are disposed of upon his death. In 
drafting the will, we quite frequently find 
that he wants to incorporate into the will 
certain income provisions. We may find 
that the policy provides either for the pro- 
ceeds to be held and the income therefrom 
paid to certain individuals, or that the pro- 
ceeds be paid in installments over a given 
period of time. Therefore, the income provi- 
sions of the will should be co-ordinated 
with the income provisions of the insurance 
policies in order that the perticular indi- 
vidual or individuals affected thereby are 
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adequately taken care of by both the life 
insurance and the will. 


Quite often, because the substantial part 
of our client’s estate is in life insurance, or 
for other reasons, it may be advisable for 
the policies to be made payable to the es- 
tate rather than to designated beneficiaries 
in order that effect may be given to the 
various provisions of the will. Because of 
possible State inheritance taxes, however, 
it is not advisable in most instances to have 
the proceeds of life insurance policies pay- 
able to the decedent’s estate. 


Mechanics of Drafting 


EFORE proceeding with the prepara- 

tion of the will, you should, of course, 
determine that your client is of sufficient 
age to make a will under the statute. (18 in 
Illinois). You must also be the first judge 
as to whether or not he has sufficient men- 
tal capacity to make a will. 

Care should be exercised as to the man- 
ner in which the will is executed and at- 
tested and in the selection of the two or 
more credible witnesses. An attesting wit- 
ness should not be a beneficiary nor the 
spouse of a beneficiary. When a trust com- 
pany is named as executor or trustee, none 
of its shareholders or officers should serve 
as attesting witnesses. 

In order that there may be no question 
but what the will is the Last Will and Testa- 
ment of the testator, there should be an ex- 
press recital in the present will that all oth- 
ers are revoked. In addition to this precau- 
tion, you should suggest to your client that 
he should immediately destroy any old will 
because of the complications which might 
arise in the event his present will should 
become lost or misplaced and the old will 
be found at his death. 
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A Plan 


UR client, Smith, is married and has 
three minor children. His estate, ex- 
clusive of life insurance, will amount to ap- 
proximately $100,000 and consists of his 
home, furniture, automobile, personal ef- 
fects, cash, a hardware business, some se- 
curities and a small farm in Michigan. He 
has a power of appointment under his fath- 
er’s will over certain property owned by his 
father. Our client tells us that it is his de- 
sire that his wife have their home, the 
household furniture and furnishings, the 
automobile and personal effects, should she 
survive him. In the event she should not 
survive him, then it is his desire that all 
of this property should become a part of 
his general estate. From the balance of his 
estate, his wife is to receive the income for 
her life and upon her death,.the estate is 
to be distributed to his three children, when 
they have each attained the age of 30. It is 
also his desire that plenty of time be taken 
by the representative of his estate to sell 
his hardware business and that it not be 
sacrificed by an early sale after his demise. 
After preparing clauses disposing of the 
personal property as desired we devise the 
home to Mrs. Smith. We use the correct le- 
gal description after having examined the 
deed and having found that title is in Mr. 
Smith. Had we found title in joint tenancy 
with Mrs. Smith, we might have suggested 
that he make some specific disposition of 
the home should Mrs. Smith predecease him 
or should they both die as the result of a 
common catastrophe. 

At this point, Mr. Smith tells us that he 
wants to guard against the latter contin- 
gency. We recommend a provision that, in 
the event Mrs. Smith should not survive 
Mr. Smith, or die within thirty days of his 
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death, then the properties specifically be- 
queathed to her become a part of the resi- 
due of Mr. Smith’s estate. 


Why a Trust? 


E advise Mr. Smith that his further 

intentions with reference to the dis- 
position of his estate can best be carried 
out by the creation of a testamentary trust. 
The word “trust” scares Mr. Smith and he 
wonders why we cannot just give his wife 
a legal life estate with the remainder. to 
his children. We explain that legal life es- 
tates are ordinarily unsatisfactory; they 
do not afford adequate protection either to 
the life beneficiary or to the remaindermen, 
and they lack the flexibility and many of 
the tax advantages of a properly drawn 
trust. Mr. Smith says, “But my estate is not 
large enough for a Trust.”” We hasten to 
explain that the size of an estate of itself 
is not a good reason for omitting trust pro- 
visions. He finally accedes to our advice. 


We suggest to him that he select his local 
bank, if it is qualified to accept trusts, to 
act as both executor and trustee because 
Mr. Smith has previously suggested that 
his wife is not too well versed in business 
matters and that, in addition, he would not 
want her to be troubled with the adminis- 
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tration of his estate and the liquidation of 
his business. He is agreeable to our sug- 
gestion and, accordingly, we bequeath and 
devise all of the rest, residue and remainder 
of his estate to the First Central Commer- 
cial Jefferson South Side Trust & Savings 
Bank of Chicagoville, in trust, for the uses 
and purposes hereinafter expressed. 


Distributive Provisions 


IRST, we advise Mr. Smith that, be 

cause of economic conditions, only the 
income from the trust might not be suffi- 
cient to provide amply for Mrs. Smith, par- 
ticularly while the children are minors. We, 
therefore, provide that the trustee shall pay 
the income to Mrs. Smith during her life 
and shall, in its discretion, have full power 
and authority to pay her such part of the 
principal as may be necessary for her com- 
fortable maintenance and support and the 
support, maintenance and education of the 
children. Mr. Smith asks, “Why can’t Mrs. 
Smith ask the bank for such amounts as she 
may want and need from time to time?” 
We tell him that if Mrs. Smith is given 
this power to withdraw the principal, the 
trust estate will be taxable in her estate for 
Federal estate tax purposes upon her death. 


At this point, it might be well to call to 
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Mr. Smith’s attention Section 182 of the 
Probate Act which provides that a widow 
is entitled to her award unless the will ex- 
pressly provides that the provisions for her 
are in lieu of her award and she does not re- 
nounce the will. 


We next provide that upon the death of 
Mrs. Smith the trust estate shall be divided 
into three parts and each part shall be paid 
over and distributed to each child upon his 
or her attaining the age of 30 or upon Mrs. 
Smith’s death, whichever shall occur later. 


We further provide that the trustee shall, 
in its discretion, prior to a child attaining 
the age of 30, have the right to pay out such 
part of the income* and/or principal of 
each child’s share to such child should he or 
she be in need of the same for his or her 
proper maintenance or education. In the 
event of the death of any child before re- 
ceiving his or her share, this share shall go 
to his or her children, if any, and we fix 
the time when such child or children shall 
receive the parent’s share, keeping in mind 
the Rule Against Perpetuities. We further 
provide that if the child should die without 
a child, then his or her share shall go to the 
surviving child or children of the testator 
and we fix the time when such surviving 
child shall receive the decedent’s share. 


Rule Against Perpetuities 


N order not to violate the Common Law 
Rule against Perpetuities which is in 
force in Illinois, all interests must vest 
within lives in being and 21 years there- 
after. Whenever a power of appointment is 
exercised, the period of the Rule com- 
mences to run at the time the power of ap- 
pointment was conferred. 
*N.B. In some States, like New York, income my not 


be accumulated after the beneficiary has attained major- 
ity. 


WE BUY STAMPS 


Valuable stamp collections are sometimes 
found in estates, and administrators seldom 
know how or where to sell them to ad- 
vantage. We not only make appraisals for 
estates, but also pay top prices for collec- 
tions, accumulations, and old stamps on 
letters. Write for our free booklet, “If You 
Have Stamps to Sell.” 


H. E. HARRIS & CO. 


World’s Largest Stamp Firm 
108 MASS. AVE. @ BOSTON 17, MASS. 
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It is advisable to insert what is common- 
ly known as a savings clause. This provides 
that anything contained in the will to the 
contrary not withstanding, the trust there- 
by created shall terminate not later than 
21 years after the death of the last survivor 
of the testator and all beneficiaries there- 
under living at the time of the testator’s 
death, and that if the trust thereby created 
has not sooner terminated, the trustee shall 
at that time pay over, convey and deliver 
the trust estate to the person or persons en- 
titled thereto. , 


The Michigan farm raises an interesting 
problem because in Michigan the Common 
Law Rule Against Perpetuities is not in 
effect insofar as real estate is concerned, 
but the permissive duration of the trust is 
limited to two lives in being at the time the 
trust is established. This illustrates the 
proposition that, wherever there is property 
subject to the law of some other State, the 
law of that State should be considered. 


Next, we explain the advisability of in- 
serting a spendthrift clause. He thinks this 
is a fine suggestion and expresses his appre- 
ciation for our having mentioned it. 


The Business 


N 1945 a law was passed here permitting 

the continuation of a decedent’s unin- 
corporated business by an executor or ad- 
ministrator. Except as otherwise directed 
by the will, the business may be continued 
for one month following the decedent’s 
death, without order of court, and for such 
other periods as the court may order. 
Therefore, we insert a provision in the will 
specifically granting to the executor and 
trustee broad powers with reference to the 
continuation of the hardware business and 
broad powers with reference to the sale of 
the same. 


The 
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TROY BEATTY JR., Vice Pres. & Trust Officer 
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Some concern is expressed by our client 
over these broad powers and those with 
reference to the investment of the estate 
generally. He has heard of the Prudent 
Man Rule enacted by the 1945 Legislature 
of this State and does not know why we in- 
sist on granting such broad powers. We ex- 
plain that the statute, being of recent ori- 
gin, has not been construed by our courts 
and it may be subsequently repealed or 
amended. Further, trustees and executors 
are quite frequently compelled to file court 
proceedings to obtain authority to do cer- 
tain things because the testator failed to 
grant sufficient authority. 


The Power of Appointment 


N examining Mr. Smith’s father’s will, 

we find that the power of appointment 
granted to Mr. Smith is a limited one to be 
exercised only in favor of Mr. Smith’s wife 
or children. We advise Mr. Smith that, be- 
cause the power of appointment limited to 
these classes of persons, the property over 
which he will exercise it will not be taxable 
in his estate under the present Federal es- 
tate tax law. We suggest that, in view of 
the fact that ample provision has been made 
for his wife, the power of appointment be 
exercised in favor of his children. We use 
language which will co-ordinate this pro- 
vision with the other provisions of his will. 


The Michigan real estate again presents 
somewhat of a problem. In that State neith- 
er a foreign corporation nor a non-resident 
individual may act as executor or trustee. 
If we want the property included in the 
trust, it seems advisable to name as trustee 
a resident of Michigan or a corporation 
authorized by Michigan law to accept 
trusts. If we elect to do this, the will ought 
specifically to provide for the payment of 
the costs of the ancillary administration in 
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Michigan out of the estate and our testator 
ought not to rely upon a general provision 
directing that the expenses of the adminis- 
tration of his estate be paid out of the es- 
tate generally. To save the expense of pro- 
bating Mr. Smith’s will in Michigan, we 
suggest that he either sell the Michigan 
farm at the present high prices, or convey 
it to a qualified trustee under a voluntary 
trust agreement, the terms of which will 
be co-ordinated with his will. 


We urge our client to provide for a 
guardian of both the person and the estate 
of his minor children in the event his wife 
should predecease him. By amendment of 
Section 146 of the Probate Act in 1941, a 
testamentary guardian must be appointed 
by the Probate Court of the proper county 
and give the bond prescribed in Section 148. 


Principal and Income 


R. SMITH wants to know when his 

wife will begin to receive the in- 
come from the trust. We advise him that we 
are going to insert a provision directing 
that the income be paid commencing with 
the date of his death. 

The Illinois Principal and Income Act 
applies only to the extent that the will 
does not provide to the contrary. This act 
will determine such matters as the alloca- 
tion of dividends between principal and in- 
come, the amortization of premiums on 
bonds and the allocation of earnings from 
an unincorporated business. 

Section 5 of the Act provides that all 
income earned or accrued during the term 
of the administration not otherwise dis- 
posed of shall be distributed among the in- 
come beneficiaries of a residuary trust, un- 
less the income is from property sold or 
used for the purpose of paying legacies, dis- 
charging debts, taxes or expenses or admin- 
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The Kende Galleries offer unparalled facilities for 
selling estates. Cash advances on properties for 
estates in need of administration expenses or taxes 
will be made. All sales are given unusually large 
coverage in newspapers and magazines. Write or 
phone for information about the additional advan- 
tages offered by the Kende Galleries, PE 6-5185. 
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istration. If the property is sold for such 
purpose, any income earned on the property 
prior to the sale becomes principal. 


Section 4 of the Principal and Income 
Act provides that interest earned or ac- 
crued at the death of the life beneficiary 
shall be payable to the life beneficiary’s 
estate. Let us consider this Section 4 in the 
light of the spendthrift clause in Mr. 
Smith’s Will. This clause, in effect, provides 
that the payment of income shall be made 
to the beneficiary in person, or upon his 
personal receipt, and that no interest is to 
be assignable in anticipation of payment or 
be liable in any way for such beneficiary’s 
debts. The recent case of Cowdery v. The 
Northern Trust Co., 321 Ill. App. 248, indi- 
cates that such a provision prevents the ap- 
plication of Section 4. While the case does 
not necessary settle the effect of spend- 
thrift clauses on the apportionment of in- 
come in all cases, it clearly illustrates the 
desirability for specific provisions in the 
will on this subject. 


Our client warns us that we have made 
no provisions for his wife to have any cash 
after his death except for that which she 
may receive from the trustee. We advise 
him that it will require most of the cash 
in his estate to pay costs of administration 
and taxes. We are going to revise his life 
insurance so that Mrs. Smith will receive 
a lump sum payment and that the balance 
of his insurance will be co-ordinated with 
the provisions of his will, insofar as it is 
possible to do so, by agreement with the re- 
spective insurance companies involved. 


Pursuant to the foregoing, we put Mr. 
Smith’s will into final form. He wants to 
execute the will in duplicate so that if the 
original is lost, the duplicate copy will be 
available. We tell him that this is bad prac- 
tice for the reason that if, after his death, 
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either duplicate cannot be found, a pre- 
sumption of revocation may arise. While 
apparently there are no reported decisions 
on this point in Illinois, there are numerous 
decisions in other states. 


After its execution, we carefully fold the 
dozen sheets comprising the instrument, 
tuck it into an envelope and hand it to Mr. 
Smith. He inquires of us as to our fee, we 
inform him that it is blank dollars and he 
is utterly amazed that he has to pay so 
much for a dozen typewritten sheets which 
he is quite sure did not take our secretary 
over an hour to type. 


WITHOUT A WILL 


THERE ARE DOZENS of excuses that a man can 
find for not making a will. He may dislike to 
believe in his mortality. He may postpone the 
duty until some other time, for procrastina- 
tion for a thief is very good company. He may 
decide that distribution of his property by law 
will amount to the same thing as distribution 
according to his wishes. He may be supersti- 
tious enough to believe that making a will is 
the equivalent of inviting death. He may think 
that a will made today will require amend- 
ment tomorrow or the day after. These and 
other excuses account for many failures to 
write wills. In some cases the failure may be 
perfectly sensible and reasonable, but in far 
more cases that failure means nothing but 
added trouble and confusion for the survivors. 
—KEditorial in New York Sun commenting on 
Sidney Hillman’s death intestate. 


CENTRAL TRUST Co., Rochester, N. Y., is set- 
ting up an employee retirement plan for 
veteran employees who reach the age of 65, 
Elmer B. Milliman, president, announced. The 
bank will set up a past service credit for its 
workers and build the fund by adding a per- 
centage of each employee’s annual salary. 
Employees will contribute a smaller percentage 
of their salaries, starting at age 25 after 
two years of service. 


[SSS 


ENTIRE LIBRARIES 





NEW YORK (11), N. Y. 
ALgonquin 4-7880 








HARRY WINSTON, INC. 
Estates 
Jewelry and Fr onctneis Stan 


* * * 


The firm of Harry Winston, Inc. has been for many 
years the foremost purchaser of jewel estates through- 
out the world. 


We offer the services of our experts who are especially 
qualified to appraise and purchase jewels of all types. 


* * * 


REFERENCES: 


Commercial National Bank & Trust Co. 
46 Wall Street, New York City 


Manufacturers Trust Company 
513 Fifth Avenue, New York City 


HARRY WINSTON, INC. 


New York Office: Los Angeles Office: 
7 East 5lst Street 601 Jewelry Trades Bldg. 
New York 22, N. Y. Los Angeles, California 





TRUSTS and ESTATES—April 194 


Continental Illinois 
National Bank 


and Trust Company 


OF CHICAGO 


Serving the fifth generation 


in a fiduciary capacity 





* 1857 qe 1947- Member Federal Deposit Insurance Corporation 





TRUSTS FOR WELFARE BENEFITS 


Trust Service Vital in Plans Keyed to Production 
L. G. HANMER 


This article by Mr. Laurence G. Hanmer is a requested amplification 
by him of part of his talk on January 21, 1947, before the Trust Round 
Table of the New York Chapter, American Institute of Banking. Mr. 
Hanmer is an engineer by profession, Stevens Institute of Technology 
M.E. 1907, and his experience in that field and as president of a manu- 
facturing company in New York in the early 1920’s gives an experience 
background to his work over the last 15 years as technical consultant 
to a large number of important corporations on the design and financing 
of employee-benefit plans. He has written numerous articles on the 
subject and addressed many groups, — notably the Mid-winter Trust 
Conference in New York in 1935 — as to the important function of 
the corporate trustee in this field. He is presently head of the Pension 
Actuarial Department of Joseph Froggatt & Co., Inc., an old and 
nationally known firm of Consulting Actuaries and Public Accountants 


of New York.—Editor’s Note. 


BOUT ten years ago 25,000 billboards 

erected and maintained by the U. S. 
Chamber of Commerce (the most compre- 
hensive campaign of its kind in history) 
proclaimed the fact that 


icy in employment relations. As a result 
there exist in thousands of companies a 
thousand compromises unrelated to the ba- 
sic truth that the workers are individually 
and collectively in “business,” the rewards 


youre in business — 


“WHAT HELPS BUSINESS HELPS YOU” 


CHAMBER OF COMMERCE OF THE UNITED STATES 


One of 25,000 posters — largest display of its kind — appearing on outdoor boards in cities 
and towns all over the United States. It is estimated 72 million people see them daily. 


Current warfare between organized la- 
bor and industry in general attests the fail- 
ure of the employers as.a group who spon- 
sored that campaign to have given since 
then any tangible evidence to the rank-and- 
file hourly-paid worker that the truth of 
that message applied in its full force to him 
as an individual in his particular job. It is 
true that the intervening ten-year period 
has been fraught with abnormalities de- 
manding immediate compromise along lines 
where the temporary pressure was greatest 
and quite apart from what might otherwise 
have represented a proper long-range pol- 


and penalties of which synchronize with 
those of the employing company. 

It is not to be expected that these hastily 
devised compromises which now represent 
the status quo can be scrapped over-night, 
even assuming that the presently opposed 
“labor” interests and employer associations 
could be prevailed upon to re-affirm their 
subscription to the truth of their com- 
munity interest in the welfare of business. 
However, in isolated instances where men 
of good will on both sides can be prevailed 
upon to TRY to give tangible recognition 
to the fact that both are in “business’ and 
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are, each in its own field and within the 
scope of its own talents, participants in 
the same business, a marker can be raised 
on the road which leads out of the morass 
in which we now find ourselves. 


The Universal Incentive 


T has been the writer’s privilege to find 

and negotiate with several such groups 
of “men of good will” and, in at least one 
instance, to have collaborated in the con- 
summation of a relationship which is now 
functioning and may be said to stand as 
such a marker. Other such instances are in 
process. 


When men of good will set themselves to 
this task they find much to guide them in 
the wealth of experience in human relation- 
ships dating back through the ages, and 
particularly in a crystallization of that 
wealth in the phrase — 


“The only universal incentive to maxi- 
mum endeavor is the hope of reward for 
performance and the certainty of penalty 
for failure.” 


Unfortunately we have passed through 
an era in which an unconscionable number 
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of erstwhile industrious and ambitious 
American workers have substituted a wish- 
bone for a back-bone and have set them- 
selves to the task of securing “something 
for nothing” with an energy which, if oth- 
erwise directed, would have earned for them 
a more substantial reward for no greater 
endeavor. Hence we have a tremendous pro- 
ductive force currently dormant, pending a 
strengthening of back-bone merely to nor- 
malcy through the creation of some realistic 
employer-employee relationship keyed to 
the assumption that the worker is in a “bus- 
iness” that will assure “an adequate reward 
for performance and a reasonable penalty 
for failure.” 


Does Work Pay? 


ERHAPS never in our national history 

has the “performance” per man-year 
fallen so low—statistically about 60% of 
normal—and per dollar of wages about 
40%. Our national “business” is in a tail- 
spin to the common (if still unrecognized) 
jeopardy of both groups, whose energies 
are currently devoted to adding to the un- 
balance by pressure on this side or that to 
aggravate the spin and speed the impending 
crash. 
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Elmo Roper writes in The New York 
Tribune, February 13, 1947 — 

“Results of a question asked in a recent 
Fortune survey may throw some light on 
the reasons for this condition — if it is 
true. The question was asked of a cross-sec- 
tion of men and single women who are em- 
ployed. (Proprietors, non-workers and 
housewives were not asked this question.) 

“Do you feel personally that, if you work 
harder on your job than the others around 
you do, this will pay off in promotion or ad- 
vancement for you, or wouldn’t it make 
much difference? 

Would 
not 
pay 
P.C. 
40.5 


Would 
pay 
P<. 
47.0 


By Sex 
Men 47.7 


44.3 


40.8 
38.8 


By Age Groups 

50.3 
46.5 
45.1 


36.8 
42.5 


Over 40 _ 41.3 


By Education 
Grade School : 
High School — 


49.7 
39.0 
27.4 
By Race 
White oe 
Lae eR Res ened se 
By Union Status 
Member = 
Member in family _ 
No member in family 


39.9 
44.9 


51.7 
40.6 
36.6 


By Occupation 
Professional & 
executive —......__.... 
Salaries — Minor __ 
Wages — factory _.-.... 
Wages — other ___.. 


11.5 
11.0 
10.8 
12.6 


“The figures tell a gloomy story. Such 
cheer as there is in them comes from the 
fact that the younger people are a little 
more convinced that hard work would pay 
off, and those with the most education are 
considerably more convinced of that fact 
than are those with less formal education. 
But the fact that somewhat less than two- 
thirds of even our college-trained people 
feel that hard work pays off in promotion or 
advancement is certainly nothing to cheer 
about. 


“It is, however, the fact that only 39.9 
per cent of our factory laborers believe that 
hard work pays off and nearly half of them 
say flatly it does not.” 


58.3 
49.3 
39.9 
46.3 


30.2 
39.7 
49.3 
41.1 
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Now Is Time To Start 


RELATIONSHIP can be established 

between the two groups that each in 
terms of its own accomplishment may be 
properly rewarded for performance to re- 
sult from maximum endeavor and each suf- 
fer a penalty for its contribution to failure. 
Such a relationship is possible in almost 
any industrial enterprise engaged in the 
production and distribution of marketable 
goods and services but it is easier to visual- 
ize in the case of such basic industries as 
coal, steel, metals, bulk chemicals, paper, etc. 


That is so because there the fruits of “la- 
bor” are readily measurable in units of 
“tonnage” or “car-loads,” and labor’s func- 
tion technically begins and ends with the 
“production” of those units. Each crew of 
production workers is, as a crew, in the 
“business” of producing as much tonnage 
as may be practicable with the tools and fa- 
cilities at hand. The company is in the 
“business” of providing (a) the tools, raw 
material and facilities of production and 
(b) transportation, marketing, distribution 
and financing. 


The two businesses are distinctly inter- 
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related but neither is self-sufficient, and 
none but “men of good will” and with in- 
finite patience can reasonably apportion be- 
tween the two associated businesses suit- 
able rewards for performance and penalties 
for failure. However, with that long-range 
objective such men can initiate steps in 
that direction which will evidence their 
good faith and, although pending later 
amendment in the light of experience they 
may fall short of the ideal, they will never- 
theless immediately operate to profit both 
parties. The evils of ten years of compro- 
mise are not to be overcome in a day. 


Initiative Rests With Management 


UTSTANDING among compromises 

(and in some instances aggravations) 
are the hundreds if not thousands of “Pen- 
sion” and/or “Profit-sharing” plans which 
have come into being. However justifiable 
these may have been as to salaried and su- 
pervisory employees, they have failed, in 
almost all the instances where production 
(hourly-paid) employees were “covered,” 
to add one iota of initiative, loyalty, energy 
or incentive to productive effort. In the 
hundreds of cases where hourly workers 
have been “excluded,” these compromises 
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have added fuel to the tinder-pile recently 
touched off by John Lewis in his demand 
for a TAX on tonnage to be collected by 
and payable to the union for distribution 
at the union’s pleasure in the form of “Wel- 
fare Benefits”—not necessarily in propor- 
tion to the value of the worker’s perform- 
ance as an employee but in recognition of 
his activities as a union man. 


Certain industries such as_ telephone, 
railroad and public utilities have long 
“taxed” their unit-product for “welfare” 
in the form of comprehensive employee- 
benefit provisions, the cost of which proper- 
ly enough appears in the “rate-base” and 
also, properly enough, is billed to the con- 
sumer. Telephone, railroad and public util- 
ity employees are notoriously loyal to their 
jobs and rarely shift from one employer 
to another, hence they find assurances in 
such plans which are not obvious to work- 
ers in less specialized fields. However, the 
initiative for such plans has been in Man- 
agement and the funds are distributable un- 
der rules formulated by Management and 
the custody of the funds remains (except 
as to Railroad Retirement Funds) in trusts 
set up by Management. 
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ANTIQUE AND MODERN 
CHINA, CRYSTAL, 
SHEFFIELD PLATE & 
SILVER 


A WELL ROUNDED STAFF, EXPERIENCED 
IN HANDLING THE FINEST 
ARTISTIC PRODUCTIONS 


Plummer 


734 Fifth Avenue (S.W. Corner of 57th St.) 
New York, N. Y. 





Established 1895—One of the oldest, one of | 
the largest and one of the finest 
establishments of its kind 
in the country. 






















If our business leaders fail to take the 
initiative in developing a practical plan 
through which to assure as part of the re- 
ward for productive effort those benefits 
now defined by union leaders as “welfare” 
benefits, and if the initiative shall come in- 
stead from the union, not only will the em- 
ployer have to provide the funds—the same 
funds—but, once the funds get into union 
hands, the penalty will be for productive ef- 
fort and the reward for union activity. 


Specialized Assistance Required 


HILE the initiative must come from 

the employer if the best interests of 
his stockholders and his employees are to be 
served, the job of stimulating the exercise 
of that initiative rests with competent 
groups whose facilities necessarily play a 
vital part in the successful operation of any 
plan which may eventuate. These groups, all 
of which have an important function in the 
development and administration of a suit- 
zble long-term undertaking, are in the or- 
der of their appearance: — 


1. An experienced organization of ac- 
tuarially trained employee-benefit con- 
sultants and/or industrial engineers. 


2. A competent law firm. 
3. A corporate trustee. 


. A suitable Group Life and Casualty 
Company. 


Of these, the corporate trustee is poten- 
tially the most influential in bringing the 
present urgency of the subject to the atten- 
tion of important industrial interests in the 
community. Likewise, the trusteeship of the 
substantial funds involved bids fair to be 
the most important new business develop- 
ment open to the leading trust companies 
today. 


If the trust company does strive to stim- 
ulate initiative on the part of a given com- 
pany to the point of that compeny’s calling 
in competent and experienced consultants 
with a view to collaborating in the develop- 
ment of a practical plan, the lawyer and 
the insurer will assist in its documentation 
and in providing the necessary safeguards 
2s to some of its benefits. 


Two Basic Elements of Plan 


FTER all these years it is not presently 
practicable to throw the worker into 
“‘business” to the degree of making him feel 
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the full force of its cycles—its peaks and 
valleys. He has to enter business with a 
shock-absorber at the start at least, and it 
is one of the elements of the shock-absorb- 
er which initially presents the most serious 
problem. 


There are two primary elements of this 
shock-absorber currently uppermost in the 
mind of “labor.” The first is a stipulated 
wage per hour regardless of accomplish- 
ment or effort. The second, and latest ele- 
ment, is a demand for “welfare” benefits, 
the granting of which in addition to wages 
under current procedure would also be un- 
related to performance but which render 
all of his wages “spendable” regardless of 
his potentiality for accident, sickness, dis- 
ability, death or old age. 


Industry is already adjusted to an abnor- 
mally high hourly wage scale (regardless of 
production) and as things now stand faces 
the certainty of having to finance “welfare” 
under the same conditions. Hence, any suc- 
cessful plan must incorporate these dual 
shock-absorbers, — i.e. high wages per hour 
and “welfare.” 


A Plan Keyed to Production and 
Teamwork 


RANTING that the mere payment of 

high wages or free granting of wel- 
fare benefits does nothing to put workers 
in “business” or to reward maximum per- 
formance or penalize failure or otherwise 
change or ameliorate the status quo, the 
problem resolves itself into devising a plan 
to tie part of the shock-absorber into pro- 
duction over and above that which at the 
present rate barely strikes a balance be- 
tween profit and loss. If a plan can be de- 
vised to stimulate productive effort from 
the present 60% of normal to 70% it would 
pay. If it operated to raise it to 80% or to 
90%, we would certainly have turned the 
tide in our national economy. 


Therefore, suppose we promote a plan to 
pay (as a basic shock-absorber) the going 
hourly wage for time expended and so much 
per unit of product produced for effort ex- 
pended. That puts the worker in the “busi- 
ness” of expending effort—the fruits of 
that extra effort can be sold at a real profit. 
If the fruits of present-day production by 
the average hourly worker will meet fixed 
expenses (as they presumably do now) wel- 
fare benefits can be provided and additional 
profit arise from extra effort inspired by 
the share allotted to the worker under such 
a plan. As a matter of fact the solution 
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lies in a plan for rewarding teamwork or 
penalizing the lack of it. Innumerable in- 
consistencies and troubles would develop 
from any attempt to isolate individual em- 
ployees to participate in rewards related to 
individual performance. Such individuals 
must find their individual reward in ad- 
vancement to more important positions on 
the “team.” 


Trusteeship of Funds Related to 
Production Benefits 


UNDAMENTAL in such a plan is to 

allocate to each “‘team” or production 
unit a certain sum per unit produced— 
such as 10c per ton, 4c per foot or $5.00 
per car-load—payable to a trust for the 
benefit of the “production employees” on 
the team, salaried or supervisory employees 
not being considered insofar as any of this 
fund is concerned (it being assumed they 
participate in a companion plan better re- 
lated to the function they perform). 


Such a plan should have as its primary 
objective the provision of suitable shock-ab- 
sorbing welfare benefits in event of justify- 
ing conditions to which all employees (and 
their dependents) are constantly exposed. 
The remainder, in the hands of the trustee, 
accumulates as a cash equity to each mem- 
ber of the “team,” available only on termin- 
ation of employment, death or retirement, 
but always a measurable and accumulative- 
ly tangible reward for productive effort. 


Under one presently consummated plan a 
5% increase in per capita productive effort 
will cover its entire cost, and a 20% in- 
crease will net the company about $1,600,- 
000 after paying about $300,000 into the 
“Production and Welfare Trust.” 


No two industries, and few companies 
within an industry, can be expected to find 
a common solution to the dual problem of 
providing welfare and reward on a basis 
contingent on productive effort. Each pre- 
sents a problem peculiar to itself in thus 
gradually giving tangible effect to the fact 
that their workers are then, individually 
and as working teams, definitely in “busi- 
ness.” 


Now Is The Time 


however for all far-sighted employers to try 
to find a solution, whether or not it conflicts 
with or involves amendment of any present 
compromise which now takes the form of a 
benefit plan related not to productive effort 
but to wages and a time-clock record of 
elapsed time. 





WE FILL THE EMPTY CHAIR 


AY experts to advise the widow: attorney, investment counsel, 
real estate expert — why not a specialist on coins? Coins fre- 
quently have extraordinary value. 


WE fill that chair. As qualified experts, we offer a complete 
Numismatic Service to banks and their customers, estates, insurance 
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Currents in Benefit Planning 


USINESS firms should keep their em- 

ployee pension plans simple, sound, flex- 
ible and thoroughly understood by company 
officers, employees and the community, as- 
serted William P. Hughes of New York, di- 
rector of statistics and research for the In- 
stitute of Life Insurance, before Group 
Eight of the Pennsylvenia Bankers’ Asso- 
ciation in Pittsburgh on March 1. 


With the end of the war, Mr. Hughes 
said, there has been no great abandonment 
of pension plans undertaken during times 
of war production, and with employment re- 
adjustments, rising wages and the growing 
appreciation of including benefit considera- 
tions in wage contracts, he declared, no very 
unsatisfactory repercussions are now antici- 
pated. He described the various plans in ef- 
fect, including insured, non-insured and 
combination, and discussed their compara- 
tive costs and their effect upon income tzx- 
es. 


Actuarially, legally and financially, pen- 
sion plans must be sound, Mr. Hughes de- 
clared, and contributions must bear a math- 
ematical relationship to the benefits prom- 


‘i. 


Established 1879 
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New York’s Oldest Gallery 
Vanderbilt Ave. and 45th St. 
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Sales conducted by 
E. M. Wagner and 
Ashbel Green, Jr. 


Under the Personal Direction of 
MRS. JAMES P. SILO 


ised. Straightforward rules end scales of 
benefit, with relatively few benefit classes, 
he said, will also avoid misunderstanding 
and dissatisfaction, and implicit in the plan 
should be an anticipation of inevitable 
changes in future years. 


“During the recent war years, there were 
three great incentives in operation which 
gave encouragement to employers for the 
adoption of generous employee benefit plans. 
They were the ‘cost-plus’ war contract, the 
wage stabilization lew, and the high in- 
come tax rate. The first two were essential- 
ly of a temporary nature, but experience in 
continuation has been rather good. The 
high income tax rate may operate to the 
advantage of retirement systems for some 
years into the future. 


“The final word on pension plans is ‘make 
it important’, to officers, employees, custom- 
ers and the community. A good retirement 
system cannot fail to reflect credit upon its 
founder and upon its benefactor.” 


(See opposite page for Table which ac- 
companied Mr. Hughes’ address.) 
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CONNECTICUT 


Equipped by knowledge and ex- 
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State. 
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Taxation of Pension Trust or Annuity Plans 


Income Tax of: 
1. Fund itself 


2. Employer 
a) on current 
year con- 
tribution 


b) on prior 
years con- 


PLAN A 


Qualified 


Tax-exempt 


Deductible 
(within limits) 


Deductible 
(within limits) 


PLAN B 


Not Qualified 
Not Forfeitable 


Taxable 


Deductible 
(within limits) 


Deductible 
(within limits) 


PLAN C 


Not Qualified 
Forfeitable 


Taxable 


Not Deductible 


Not Deductible 


PLAN D 


Changing from C 
to B During the 
Year 


Taxable 


Deductible 
(within limits) 


Deductible 


(within limits) 
in year when 
change is made. 


tributions if not previously 


deducted 


if not previously 
deducted 


3. Employee 
a) on employ- 
er’s current 
year con- 
tribution 


Taxable as addi- 
tional compensa- 
tion. Benefits 
partly taxable. 


Not taxable as 
income. Benefits 
are taxable. 


Taxable as addi- 
tional compensa- 
tion. Benefits 
partly taxable. 


All taxable as ad- 
ditional compen- 
sation. (Some re- 
lief allowed). 
Benefits partly 
taxable. : 


Not deductible. 
Benefits partly 
taxable 


Not taxable as 
income. Benefits 
are taxable. 


on employ- 
er’s prior 
years con- 
tribution 


on own con- 
tributions 


Not deductible. 
Benefits partly 
taxable 


Not deductible. 
Benefits partly 
taxable 


Not deductible. 
Benefits partly 
taxable 


PENSION TRUST OR ANNUITY PLAN is intended to include any stock bonus, pension 
or profit-sharing plan or any plan for the purchase of annuities on the lives of em- 
ployees, or any informal method of compensation for personal services which has the 
same effect in deferring receipt of compensation. 


A QUALIFIED PLAN is one which meets the requirements of the tax law in that it is for 
the exclusive benefit of employees, the funds are not to be available for any other pur- 
pose, the plan covers 70% of the employees or a smaller number selected by some 
classes which will not discriminate in favor of officers, supervisors, etc., and the plan 
does not discriminate in favor of high-salaried employees, except insofar as it supple- 
ments Social Security benefits. 

A FORFEITABLE PLAN is one in which the employer has not granted the employees a 
“vested right” in his contributions to the find, but may withdraw them at will. It be- 
comes a nonforfeitable plan when he grants the “vested right”, and during that year 
is classified above as “Plan D”. 


LIMITATION OF EMPLOYER’S DEDUCTION. 5% of salary is considered reasonable. 
10% (per year) of total past and future service cost is considered reasonable. Almost 
any past service cost is considered reasonable unless 50% of total is applied to 3 or 
less persons. 

BENEFITS PARTLY TAXABLE. The general rule regarding annuities and pensions 
purchased out of the annuitant’s own funds or out of funds on which he has already 
paid an income tax, is: The benefit in excess of 3% (annually) of the purchase price 
or initial reserve is deductible (as a withdrawal of funds on deposit). When such de- 
ductions have reached a total equal to the purchase price or initial reserve, however, 
the entire benefit becomes taxable. 


Appendix to address delivered by William P. Hughes, director of research and statistics 
of the Institute of Life Insurance, before Group Eight of the Pennsylvania Bankers Asso- 
- ciation, Pittsburgh, March 1. 





G. S. B. Reunion 


A RECORD ENROLLMENT of 920, with a 
freshman class of 440, is set for this year’s 
session of the Graduate School of Bank- 
ing of the American Bankers Association 
at Rutgers University. This announcements 
was made by Director Harold J. Stonier at 
the annual faculty conference and tenth alum- 
ni reunion in New York on March 29. 


The day was featured by divisional group 
forums. The one on Trusts, led by Howard D. 
Biddulph, vice president, Bloomfield (N. J.) 
Savings Institution, included the following: 


Future of Inter Vivos Trusts in Light of T.D. 
5488, by A. James Casner, Harvard Law 
School (see Feb. Trusts and Estates 233) 

Business Provisions of Wills and Trust Agree- 
ments, by Gilbert T Stephenson 

Two Vehicles for Investment of Small Trusts, 
by J. Frank Honold, Chase National Bank. 

* 

A SERIES OF 11 GROUP CONFERENCES has been 

planned for the Trust Company Section of the 

Pennsylvania Bankers Association. The sched- 

ule announced by Gilbert T. Stephenson, direc- 

tor of trust research of the A. B. A. Graduate 

School of Banking, begins April 28 at Philadel- 

phia and continues on successive days, ex- 

cluding’ May 4, at Lancaster, Harrisburg, Al- 
toona, Pittsburgh, Franklin (or Warren), 


Williamsport, Wilkes-Barre, Bethlehem, Read- 
ing, concluding May 9, at Norristown. 


Photo shows panel of trustmen at a unique 
meeting in Chicago. The session was organized 
and held at the request of trust prospects, the 
request coming from the Women’s Finance 
Forum, a group of Chicago housewives, bus- 
iness and professional women. In keeping with 
the Forum’s policy of holding its meetings in 
the locale of the business dicussed, the trust 
panel was held in the trust department of 
Chicago Title and Trust Co. 

In the Public Relations Committee of the 
Chicago Corporate Fiduciaries Association, un- 
der the chairmanship of John L. Chapman of 
the City National Bank and Trust Co., the 
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Leaders for A. I. B. Meeting 


LEADERS FOR THE DEPARTMENTAL CONFERENCES 
for the 1947 convention of the American In- 
stitue of Banking, which will be held in De- 
troit from June 2 to 6, have been aanounced 
by George J. Greenwood, Jr., national pres- 
ident of the Institute, who is vice president of 
the Bank of California N.A. They are: 


Bank Management: Carl W. Trempf, First 
National Bank, Boston 


Bank Operations: Steve H. Bomar, Trust Com- 
pany of Georgia, Atlanta 


Business Development and Advertising: J. 
Lewell Lafferty, Forth Worth National Bank 


Credits: Carlisle R. Davis, State-Planters 
Bank and Trust Co., Richmond 


Savings Banking: Everett J. Livesey, Dime 
Savings Bank, Brooklyn 


Trust Business and Investments: Louis W. 
Fischer, American National Bank and Trust, 
Chicago. 

- 

A CONFERENCE ON PENSION TRUSTS will be 

held in St. Louis on May 19 and 20 under the 

sponsorship of the United States and St. Louis 

Chambers of Commerce. 

o 

THE 10TH ANNUAL MEETING of the Trust 

Division of the Illinois Bankers Association 

will be held April 24th at the Pere Marquette 

Hotel in Peoria. 


Forum found an organization more than will- 
ing to conduct the meeting. The Committee 
planned the program and named Victor Cullin 
of Chicago Title and Trust Co., to act as 
moderator. Members of the panel were select- 
ed from the six other members of the Corpor- 
ate Fiduciaries Associations: Clair Furlong, 
Continental Illinois National Bank and Trust 
Co.; George Sissler, First National Bank; 
Lynn Lloyd, Harris Trust and Savings Bank; 
Harve Page, Northern Trust; T. J. Herbert, 
American National Bank and Trust Co., and 
Mr. Chapman. Each institution furnished cop- 
ies of one of its trust booklets on the subject. 
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Profits in 46 At Tops 


HE year 1946 was an exceptionally pros- 

« perous year for earnings for a majority 
of American manufacturing companies. A 
study of annual reports of over 2,900 leading 
corporations reported by the National City 
Bank of New York in its monthly letter for 
April indicated that gains over 1945 were pro- 
nounced in many areas of business, especially 
in wholesaling and retailing and the service 
industries, 


“Analysis of the sales figures where given 
shows that the high earnings were in most 
cases the result of the greatly expanded vol- 
ume of business, rather than of abnormally 
wide profit margins, which for most groups 
were actually below the average of active 
pre-war years,” the letter explains. “Moreover, 
in considering the gains in net income as com- 
pared with 1945, allowance should be made for 
the reduction in taxes, including the elimina- 
tion of the excess profits tax, which in many 
cases more than offset a decline in operating 
earnings. The fact that 1945 statements of 
many companies included heavy charge-offs of 
war plants and facilities, which did not recur 
in 1946, also contributed in boosting the com- 
parative net earnings.” 


Caution Advised 


The need for discrimination in drawing con- 
clusions about earnings, the letter cautions, is 
emphasized also by the fact that about one- 
fourth of the manufacturing corporations, in- 
cluding some of the largest and most success- 
ful in the country, experienced lower earnings 
than in 1945. This condition reflected the can- 
cellation of war contracts, strikes, reconver- 
sion difficulties, shortages of materials, in- 
creased costs, and unprofitable OPA ceilings, 
most of these factors applying to companies 
in the heavy industries and to operations during 
the early part of the year. Other outstanding 
exceptions to the upward trend were railroads 
and air transport companies. In the finance 
group, banking, fire and casualty insurance, 
investment, sales finance, and real estate, the 
changes were mixed, with the total showing a 
slight decrease. (See table.) 


Summary of Net Income After Taxes of Leading 
Corporations in 1946 


(In Millions of Dollars) 


Net % % Return 

Division Income Change 1945 1946 
Manufacturing ............ $4,091 +36 93 i 
Mining, quarrying .... 123 +29 73 9.5 
597 +... 10.9 22.3 

Transportation —29 3.9 2.6 
Public Utilities +21 6.7 8.2 
Service & constr. ........ +73 11.8 19.4 
Finance — 5 7.6 6.5 


+28 7.7 9.5 





PRIDE and PREJUDICE vs. PRUDENCE 


Editorial 


NRUST business in the United States in 
‘| the aggregate is Big Business—but, in 
its components, it is Small Business indeed. 
Recent statistics! indicate that of the 2,800 
trust departments in this country some 50 
per cent have trust assets of $1,000,000 or 
less; about 85 per cent have $5,000,000 or 
less; only about 400 have over $5,000,000; 
and less than a hundred have trust assets 
exceeding $50,000,000. 

Trust departments, large or small, owe 
the same obligations to trust beneficiaries. 
Statutes governing trust procedure rarely 
differentiate between trusts of smaller and 
larger size. In recent years, however, par- 
ticularly in regard to investments, the rela- 
tive position of the smaller trust has be- 
come increasingly difficult. Concurrently, 
the trend in size of estates end trusts has 
been to a smaller average. 

Rapidly shifting economic currents and 
lower interest rates in combination have 
accelerated a tendency toward broader in- 
vestment powers in trust agreements; 
brought a more general acceptance of the 
use of common stocks in trust accounts; 
and given impetus to wider adoption of 
“The Prudent Man Rule”. This desirable 
movement toward greater flexibility has 
added to rather than lessened the invest- 
ment problems of officers handling trusts. 
The common trust fund provides a helpful 
solution to some fifty trust departments. 
The use of prudently selected shares of in- 
vestment companies could serve in a similar 
capacity in smaller trusts where a common 
trust fund is not available, as Mayo Adams 
Shattuck observed at the Mid-Winter Trust 
Conference in February. 


Inquiry among bankers and trust officers 
suggests that, although many of them share 


1Gilbert T. Stephenson, Studies in Trust Business— 
Third Series—No. 13. 


the views expressed by Mr. Shattuck, there 
is also some vigorous opposition. But mani- 
fest in the ranks of both groups is evidence 
of a lack of authoritative information re- 
garding the position and function of the 
investment company industry today. 

* * * * 


RIDE and prejudice are stubborn ene- 
mies of prudence, especially when 
flanked by misconception on one side and 
misinformation on the other. Trusts and 
Estates believes that proponents of both 
views can benefit by a competent discussion 
of investment company shares and their 
place in investment management. To this 
end we invited Alec Brock Stevenson, him- 
self a trust officer and investment expert, to 
examine this important field in the light of 
“The Prudent Man Rule,” and to extend 
some of the observations in his _ book, 
Shares in Mutual Investment Funds,? to in- 
clude both trustee and individual investors. 
In a series of five articles beginning in 
this issue, Mr. Stevenson will examine the 
idea behind investment companies, their 
background and history; their organization 
and operation; their objectives and per- 
formance; and the question of whether a 
trustee may with legal propriety retain or 
purchase the shares of an investment com- 
pany, with particular reference to the mat- 
ter of delegation of investment authority. 


This timely discussion should result in a 
better understanding of the use of invest- 
ment company shares in personal invest- 
ment management, and could stimulate the 
trend toward a more liberal judicial atti- 
tude regarding investment of trust funds 
in prudently selected investment company 
shares. 


*Published by Vanderbilt University Press, Nashville, 
which, as copyright owner, has given permission to use in 
these articles certain material therein. 
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INVESTMENT COMPANY SHARES 


Their Place in Investment Management 


First of a Series 


ALEC BROCK STEVENSON 
Vice President and Trust Officer, The American National Bank of Nashville 


In Alec Stevenson Trusts and Estates has found a ready answer to 
the question of who should investigate investment company shares as a 
possible solution to the small trust problem. Mr. Stevenson, a recognized 
authority in the investment company field, is himself a trust officer 
and bank director. His experience as a newspaper writer and his twenty 
years as an investment securities firm executive add to his qualifications 


for this important task. 


In his series of five articles, Mr. Stevenson will draw on and expand 
some of the observations in his book, Shares in Mutual Investment Funds.! 
This first article of the series is concerned with the history, background 
and development of the investment fund idea.—The Editors. 


T is now 125 years since William I of the 

Netherlands formed the first ancestor of 
today’s investment companies, 84 years 
since the first such company appeared in 
Great Britain, 54 years since the first 
American company was founded, and nearly 
20 years since the Great Crash burst the 
more iridescent bubbles of the time, some 
investment companies among them. 


It will perhaps seem late in the day for 
another discussion of investment companies, 
but the fact is that the industry has appar- 
ently entered another period of rapid 
growth (on a sounder basis this time) and 
public interest, too, has reawakened. No 
doubt this is a corner of a larger picture in 
which one can find outlines similar to the 
situation of 1918-1920, when, as now, there 
had been formed an entirely new class of in- 
vestors whose members were learning the 
first painful lessons of investment manage- 
ment. 

In the intervening years much progress 
has been made in investment banking in 
general, and in the operation of investment 
companies in particular. The investor in 
these fields now has the benefit of reforms 
quite comparable to those made decades 
earlier in life insurance and in commercial 
banking. The'purpose of this series of ar- 
ticles, of which this is the first, is to exam- 
ine the investment company business in its 
general outlines, having regard to history 
and background, to the investment charac- 
teristics and performance of the companies 

{Published by Vandervilt University, Nashville, which, 


as copyright owner, has given permission to use in these 
articles certain material therein. 


themselves, to the advantages and disadvan- 
tages of investment company shares for in- 
vestors in general, and, finally, to the spe- 
cial questions confronting the trustee who 
may contemplate investing in such shares 
some of the funds of his beneficiaries. 


A Full-Time Job 


HAT is the position today of the po- 

tential investor, the man who, after 
providing a home, some cash savings and 
some insurance, still has idle surplus funds? 
If he commits his money to an investment, 
whatever it may be, how will it be managed 
afterwards? 


The basic problems of investment man- 
agement are always with us and are not 
new, except to each new generation of in- 
vestors. When these problems are properly 
solved they are found to have yielded to the 
correct determination (deceptively simple 
in statement) of three successive decisions, 
what to buy, when to buy it, how long to 
keep it. By definition, then, this determina- 
tion, which is the three-part act of invest- 
ment judgment, cannot successfully be a 
single act, as many investors suppose, nor 
will much more success attend its intermit- 
tent exercise. The managers of investment 
capital who have been successful over long 
periods of time know that the answer is 
careful initial research plus continuous, 
full-time supervision. 


The managers of investment companies 
occupy, so far as the individual investor is 
concerned, a position. similar to that of oth- 
er capital-management agencies, the banks, 
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insurance companies, mortgage companies, 
investment counsel firms, trust institutions, 
etc.; that is, they provide the necessary 
continuous investment judgment after the 
investor has made. his initial selection. 
Whether or not the investment company is 
the best solution to the problem of the in- 
vestment management of surplus funds de- 
pends on individual circumstances, and it is 
only one of several alternatives. The in- 
vestor may decide on the course of personal 
investigation, on which he will have avail- 
able several cids to navigation, such as the 
large houses publishing investment statis- 
tics, the many financial periodicals, and the 
investment banking houses to be found 
within reach of almost every sizable com- 
munity. The degree of success he has will 
depend partly on the time he has available 
and on his own financial sophistication, and 
partly on the caliber of information and ad- 
vice he gets. If he cannot provide his own 
supervision, the amount which he may be 
able to secure from the other sources will 
depend on his selection of advisors. 


Investment bankers are and must be mer- 
chants, and though very many do make a 
conscientious attempt to provide a system 
of supervision for the portfolios of their 
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customers it is likely to be an expensive 
service to maintain unless an investment 
management department is set up for the 
purpose. In this case, a fee is charged for 
the service, 2s is likewise the case if the in- 
vestor requires systematic supervision from 
the publisher of a market or statistical 
service, or from a professional investment 
counsel organization. Further, in all three 
cases there is likely to be a minimum re- 
quirement as to the size of portfolio accept- 
able for the service. This minimum may be 
as high as $100,000. 


The Investment Fund Idea 


OMEWHAT the same considerations 

apply if the investor approaches a trust 
institution with his problem. If the institu- 
tion mekes a policy of offering investment 
management service on an agency basis it 
is likely that a minimum size limit for ac- 
ceptance of an account will prevail; if not, 
an actual trust will have to be established, 
which is usually somewhat more expensive, 
end in respect of which, also, a size limita- 
tion is applied. Aside from the matter of 
the size of the account, few trust institu- 
tions are anxious to accept a trust which 
has only an investment purpose, and does 
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not fulfill a real family or estate planning 
need. 


If the trust institution selected hap- 
pens to operate a common trust fund, of 
course, the limitation on the size of an ac- 
ceptable trust account will not be so severe. 
However, despite the manifest merits of 
common trust funds the institutions admin- 
istering them are in effect prohibited by 
Federal regulation from using the invest- 
ment performance of their funds as a basis 
for soliciting trust accounts. The common 
trust fund is intended only for participation 
by regularly established trusts, trusts 
which have other reasons for existence 
than merely to secure the investment man- 
agement afforded by the common trust 
fund. Besides, there are large areas in the 
United States where this service, like other 
types of trust service, is unfortunately not 
readily available. Thus it is often difficult 
for the small investor, at least, to avail him- 
self of trust institution investment service. 
The investment company share, on the oth- 
er hand, is equally available for purchase 
by large or small investors anywhere. 


It is apparent, therefore, that there is a 
place in the investment scene for the in- 
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vestment company, which is essentially a 
financial institution designed to assemble a 
large aggregate investment fund from a 
multitude of individuals, and to provide for 
the fund a caliber of management and a 
degree of diversification ordinarily beyond 
the reach of any of its individual share- 
holders. 


Development in Great Britain 


HE basic idea, that of pooled invest- 

ment, is not new, and has been used in 
many ways for many generations. Though, 
as earlier stated, the first genuine invest- 
ment company appears to have been formed 
on the European continent in 1822, the idea 
found its real home and growth in the Brit- 
ish Isles, where several companies were 
formed in the sixties of the nineteenth cen- 
tury. Gathering momentum slowly, the idea 
became somewhat of a financial fad, and 
large numbers of companies were floated in 
in the 1880-1890 decade. Following the Bar- 
ing failure in 1890 there was a general fi- 
nancial housecleaning which included re- 
forms aimed at the more flagrant abuses 
which had grown up in the investment com- 
pany business. The companies thereafter 
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established themselves firmly as essential 
factors in the financing of British overseas 
trade and investment, at the same time pro- 
viding diversified and professionally man- 
aged vehicles for the savings of thousands 
of investors. 


Two further periods of rapid growth en- 
sued, 1904-14 and 1927-29, in the latter pe- 
riod alone 50 companies being formed. 
Even so, however, in 1935 nearly 60% of 
the £300,000,000 capital represented in the 
investment company business was account- 
ed for by companies formed prior to the 
World War of 1914-18. 

Though the development of American in- 
vestment companies was notably affected by 
British experience in the same field, there 
are significant points of difference today. 
In order to understand the adaptation: of 
the investment company to American con- 
ditions, it is useful to consider some of the 
differences between British and American 
companies of the so-called “management” 
type, which is the kind of company princi- 
pally under consideration in these articles. 


Policy and Regulation in Britain 


HERE the British company is usually 

in corporation form and generally has 
debt outstanding in addition to one or more 
classes of stock, the American counterpart 
may be either in corporation or actual trust 
form, and much more frequently will have 
only one class of stock and no debt. As to 
investment policy, the British companies 
rely more on diversification and patience 
than do the companies on this side, which 
lean towards elaborate research, compara- 
tively less diversification and comparatively 
heavier portfolio turnover. When it comes 
to government supervision for the benefit 
of shareholders, the Companies Act in 
Great Britain is mild indeed compared with 
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the American Investment Company Act of 
1940 and with the securities acts, Federal 
and State, which affect all investment trans- 
actions. 

From the viewpoint of the investor, too, 
we would be inclined to debit the English 
companies for the high proportion of their 
funds devoted to underwriting new security 
flotations, a policy here strictly limited by 
legislation, except as to the “non-diversi- 
fied” investment companies. On the other 
hand, investment company managers in 
England have one outstanding advantage, 
and that is in regard to treatment of cap- 
ital gains. In contrast to the usual situation 
here, security profits may be retained, and 
almost invariably are, instead of being dis- 
tributed to shareholders, with the conse- 
quent result that the British companies ac- 
cumulate comfortable reserves which, 
through reinvestment, both cushion subse- 
quent losses and add greatly to stability of 
dividend payments to the shareholders. 
American practice as to capital gains is 
largely regulated by tax considerations, 
commented on later in this article. 


Early Growth in America 


HILE the general conditions under 

which the early growth of American 
investment companies occurred were quite 
similar to those surrounding English de- 
velopment in the same field there were (and 
still are) sufficient differences in the tem- 
perament, genius and political arrange- 
ments of the two peoples to account for a 
somewhat different outcome. There were, it 
is true, early American companies which in 
form and to some extent in purpose paral- 
leled the modern investment company, Mas- 
sachusetts Hospital Life Insurance Com- 
pany (1818) and Farmers’ Fire Insurance 
and Loan Company (1822) for example. 
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But such conservative companies did not 
much develop the investment trust side of 
their business in a country which for sixty 
or seventy years to come was to be engaged 
in exploiting a wilderness, and in which 
the excitement, the rewards and the capi- 
tal demands of new and more speculative 
ventures proved overwhelmingly attractive. 
During much of the nineteenth century, in 
fect, the British and Scottish investment 
companies were heavy buyers of American 
stocks and bonds and American mortgages, 
and it was not until after World War I that 
the United States emerged as a creditor in- 
stead of a debtor nation. Thus, about fifty 
years after like conditions had come about 
in Great Britain, the ground was ready for 
the period of rapid growth of investment 
companies in the United States. 


In the 1890-1920 period a small handful 
of American investment companies made 
their appearance, enough to warrant say- 
ing thet the institution had acquired a 
character of its own, akin to but not identi- 
cal with the characters of the somewhat 
varied institutions claiming parenthood of 
the infant. These early examples of the 
modern American management investment 
company set as a pattern the management 
of a pool of investment capital through se- 
lection of a diversified portfolio chosen 
purely for investment purposes, and not 
with a view to control or domination of any 
of the portfolio companies themselves. The 
purposes emphasized above constitute the 
differences between the management in- 
vestment company proper and the institu- 
tions from which it grew. 


American Pattern Takes Form 


HE fire insurance companies, always 
astute investors, had their underwrit- 
ing functions to consider also. The holding 
companies, though their investments were 
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pooled, were formed mainly for purposes of 
financial domination of vast properties, and 
the public was invited to participate more 
for the purpose of raising additional cor- 
porate funds than to receive the benefits of 
professional investment management. Sav- 
ings banks and life insurance companies 
did their part, too, in giving publicity to 
the advantages of supervising combined 
funds, though the constitution of their 
portfolios was affected by the fact that 
their depositors and insureds demanded ac- 
countability on the basis of a fixed number 
of dollars. Considerably greater influence 
on the formation of management invest- 
ment companies was exerted by trust funds 
(private and institutional) and by the bank 
security affiliates before the latter were 
smothered by Federal legislation. Bank se- 
curity affiliates not only merchandised hold- 
ing company and investment and quasi-in- 
vestment company shares, but also became 
affiliated with and in some cases converted 
into investment companies. : 


The influence of private trust funds and 
of the trustees who supervised them was 
most marked in New England, where had 
developed earliest both a concentration of 
wealth and at the same time a class of pro- 
fessional trustees. These individuals were 
rather naturally sought as managers of cap- 
ital and their affiliation with early and 
more or less informal groups of investors 
led later to the formation of investment 
companies organized on a trust rather than 
a corporation model. The holding company 
and bank security effiliate had a correspond- 
ingly important influence in New York. In 
each case, whether New York or New 
England, the gradual emergence of a class 
of professional managers of investment 
capital naturelly attracted more investment 
capital, and through the rapid development 
of the investment banking system in the 
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1920-1929 -era the investment company 


idea was quickly spread throughout the 
country. 


Flood of New Companies 


N the period 1921-29 and particularly 

after 1926, a flood of new investment 
companies appeared, many of types not 
now important, though at that time they 
accounted for the absorption of a tremen- 
dous amount of capital. Many were formed 
ostensibly as investment companies at the 
height of the boom, but actually were little 
more than “blind pools”, with no philosophy 
save one of speculation. Others, such as the 
“fixed trust’, were popular with small in- 
vestors, because management was applied 
to them only with selection of an original 
portfolio, which then remained fixed for the 
duration of the agreement. Installment 
plans were promoted, by which fixed trust 
shares could be conveniently but not always 
inexpensively acquired. And there was also 
rapid growth of a hybrid type of company 
which had appeared earlier—a variation 
along the lines of the endowment feature of 
a life insurance contract, by which a “face 
amount installment investment certificate” 
was issued, providing a specified amount of 
money at a definite maturity date, and 
based on a portfolio considerably more lib- 
eral in character than that of an insurance 
company. 

In 1927, too, the trust institution com- 
mon trust fund first appeared, though sub- 
stantial growth in numbers and assets had 
to await 1937, when Federal Reserve Board 
regulations sanctioned sponsorship of such 
funds by members of the Federal Reserve 
System. While not publicly offered in the 
sense applying to investment company 
shares in general, common trust funds are 
of substantial and growing importance in 
the field of investment management. How- 
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ever, it was the diversified management in- 
vestment company attending strictly to its 
own knitting, and not trying to offer to the 
investor anything more than honest, pro- 
fessional management, which contained in 
itself the strongest elements of growth, and 
which today represents in amount of invest- 
ed assets and in public interest by far the 
largest segment of the industry. 


Growth Prompts Regulation 


M ANAGEMENT investment companies 

proper were defined by the Securities 
and Exchange Commission as companies 
“whose funds are primarily invested in a 
number of blocks of diversified securities of 
such small size as to be of negligible signifi- 
cance with respect to control or influence’. 
(Italics supplied). Other classifications in- 
cluded management investment - holding 
companies (in which extent of “control or 
influence” is greater, blocks of stock of cor- 
porations held running from 10 per cent to 
50 per cent of total outstanding shares), 
and, of course, companies of the simon-pure 
holding company type, with investment 
purposes hindmost. The classifications are 
not the same in the Investment Company 
Act of 1940, which classifies all registered 
investment companies, except the fixed 
trusts and face-amount installment com- 
panies, as “management” companies. While 
investment companies in general at the end 
of 1936 numbered 558, according to the 
S. E. C., management companies proper to- 
talled 152, with total assets of $1,767,000,- 
000 out of an estimated total for the indus- 
try of $4,500,000,000 (including holding 
companies). 

The size of the industry alone, therefore, 
aside from some of the more spectacular 
abuses of the investment company device in 
the roaring twenties, made it more or less 
inevitable that Congress would institute an 
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investigation. A rider was attached to the 
Public Utility Holding Company Act of 
1935, instructing the S. E. C. to make such 
an inquiry, and out of this grew the Invest- 
ment Company Act of 1940. Investment 
companies were also directly affected by the 
Securities Act of 123? and the Securities 
Exchange Act of 1934, and by special pro- 
visions in various Federal Revenue Acts in 
1936 and afterwards. 


In common with investors in general, 
actual or prospective shareholders in in- 
vestment companies were given additional 
protection through the provisions of the Se- 
curities Act of 1933 relating to new offer- 
ings of securities, and through sections of 
the Securities Exchange Act of 1934 (as 
amended) regulating the conduct of secur- 
ity trading both on the exchanges and in 
the over-the-counter market. Next, certain 
advantages under the Revenue Act of 1942 
became available to investment companies 
qualifying as “regulated investment com- 
panies.”’ Stated briefly, the result has been 
that investment companies which do not 
wish to pay Federal taxes on their income 
as an ordinary corporation would, are 
obliged to register irrevocably as “regulated 
investment companies” under special sec- 
tions of the Internal Revenue Code, and to 
accept the restrictions therein, particularly 
with respect to derivation and disposition 
of income and to diversification of portfolio, 
entirely aside from the other aspects of 
S. E. C. control to which the Investment 
Company Act subjects all registered invest- 
ment companies. 


Investor Protection 


T is worth noting with some emphasis 
that the Investment Company Act does 
really provide for the purchaser of invest- 
ment company shares a considerable meas- 
ure of police protection over and above what 
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other investors enjoy. The Act contains the 
most stringent restrictions and prohibi- 
tions,or empowers the Commission to pre- 
scribe rules and regulations respecting 
self-dealing, issuance of senior securities, 
changes in policy without notice to share- 
holders, assignment of any contract under 
which an investment company is managed, 
relations with investment advisers, brokers, 
investment bankers and banks, margin ac- 
counts, joint accounts and short sales, and 
borrowings. 

On the positive side there are detailed 
provisions as to accounting practices, form 
and frequency of reports’ to shereholders, 
and the like. If any management can be said 
to do so, investment company management 
certainly operates in a goldfish bowl. And 
the same can be said of any professional in- 
vestment advisers retained, who are not 
only affected directly by certain provisions 
of the Act, but must also register under and 
be regulated by the simultaneously enacted 
Investment Advisers Act, unless such ad- 
visers have as their sole clients investment 
companies and insurance companies. The 
purchaser of investment company shares, 
then, can fairly consider both that this in- 
vestment is well policed and that he has eas- 
ily available and will periodically receive 
somewhat more information about it than 
he can readily obtain about most other 
types of investment. 


“Closed” and “Open” Types 


N the field of diversified management in- 

vestment companies there are two main 
divisions, the “closed-end” and the “open- 
end” companies. The closed-end company is 
one in which no provision is mede either for 
day-to-day issuance or day-to-day redemp- 
tion of shares, but in which, as in any other 
corporation, capital issues are made from 
time to time as the need may arise, and 
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whose shareholders dispose of their inter- 
ests in the open market at a supply-and- 
demand price. 

The open-end company, on the other hend, 
is characterized by two important differ- 
ences. In the first place, by its declaration 
of trust, charter, or by-laws, the company 
obligates itself to redeem or repurchase 
sheres, when offered, at approximately the 
actual liquidating value as determined by 
portfolio market prices on the day of re- 
demption. In the second place, and as a 
natural result of this obligation, the com- 
pany is likely to be influenced toward a pol- 
icy of continuous daily offering of new 
shares, offering price of the shares also 
bearing a fixed relation to liquidating 
value. Nevertheless, open-end companies do 
occasionally suspend share offerings, if it 
is felt that the size of the fund has reached 
an optimum limit. 

Until recent years the total assets of the 
closed-end companies were in excess of 
those of the open-end type. At the end of 
1946, however, best currently available es- 
timates showed that, out of total assets of 
a group of both types of funds understood 
to account for more than 95% of the assets 
of all active publicly held diversified man- 
agement investment companies, the open-end 
group had $1,300,000,000 of assets, the 
closed-end group $800,000,000, and the total 
assets were $2,100,000,000. The figures are 
not, of course, an indication of the merit of 
either type, but rather a reflection of the 
facts noted above; that is, that the open-end 
shares are constantly being offered to new 
investors by salesmen everywhere, while 
capital issues of the closed-end companies 
have in recent years been inconsiderable, 
and mostly of a refunding character. In ad- 
dition, managements of closed-end com- 
panies have taken advantage of available 
market discounts by repurchasing some of 
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their shares, and also have retired sub- 
stantial amounts of debt and preferred 
stock, thus effecting an actual net reduction 
in capital. In the two groups of companies 
combined, shareholders had increased in 
number from 762,000 at the 1940 year-end 
to 915,000 at the end of 1946. During the 
period the number of shareholders of the 
closed-end companies declined from 466,- 
000 to 335,000, while shareholders of the 
open-end companies increased in number 
from 296,000 to 580,000. 


The next article will further consider 
some of the differences between the open- 
end and closed-end companies, and discuss 
the investment characteristics of the com- 
panies in general. 


Low Interest Rate Costly 


OVERNMENT control over interest rates 

should recognize interest not only as a 
cost to our society, but also as an important 
part of its income, the Committee on Public 
Debt Policy asserted in a study recommending 
adoption of a rate policy flexible enough to 
allow credit policies designed “to curb infla- 
tion and to resist deflation.” 


If the Government uses its control simply 
to hold down the service charge on the debt 
and ignores other aspects of interest rates, 
according to the study, it will “sacrifice to 
expediency of the budget an important part 
of an American’s incentive to save.” Lower 
rates not only diminish the returns earned on 
money placed in trusts and thereby decrease 
the income of trust beneficiaries, the study 
pointed out, but they raise the cost of private 
pension plans and life insurance, and unfavor- 
ably affect the income of educational insti- 
tutions, research foundations, religious and 
charitable institutions. 

The study was undertaken by the commit- 
tee’s director of research, Dr. James J. O’Leary 
of Duke University, and endorsed by the 
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INDUSTRY MOVES WEST 


Migration Reflected in Southern Pacific’s Progress 


MAX HALPERN 


In Trusts and Estates for January 1947, Mr. Halpern demonstrated 
in his article, Industrial Migration, how railroad traffic indices can 


measure decentralization trends. 


His present article shows how the 


Southern Pacific System has reflected changes on the Pacific Coast. 
A later article will view the South through traffic figures of the Southern 


Railway System.—Editor’s Note. 


HE relocation of industry to new geo- 

graphical areas reflects strongly in the 
credit pattern of American railroads 
through the effect on traffic. The growth of 
traffic volume manifested over the last two 
decades in the south and west was no mere 
accident, as brief study will demonstrate.! 
It marks a trend that started at the begin- 
ning of the present century, and now con- 
tinues in the regions mentioned. The im- 
pact of these changes have already been felt 
in New England. Studies by Dr. Seymour 
Harris of Harvard University indicate that 
New England, like old England, though far 
from being a depressed area, is clearly in an 
economic decline.” 


Traffic is to a railroad what physical 
production is to an industrial enterprise. 
Of all the factors influencing railroad cred- 
it, none is so powerful as traffic, because 
earnings are heavily dependent upon the 
intensity and rate of traffic growth. Earn- 
ings in turn largely determine the status of 
other credit influences, such as financial 
condition, composition of financial struc- 
ture, and maturity schedules. 


Just how significant the changes in traf- 
fic volume for certain geographical areas 
have been is shown by constructing indices 
of ton-miles for these areas and for indi- 

‘Trusts and Estates, January 1947, p. 65. 

*New York Times, March 23, 1947. 


vidual railroads, using the period 1925-28- 
= 100 as a base. The indices for Class I 
railroads represent the growth of the coun- 
try (see Table I). 


The table supports the earlier observa- 
tion of the growth of the south and west, 
and shows the growth of these areas in re- 
lation to other sections of the country and to 
the nation as a whole. 


“Sopac” Traffic Grows 


TANDING out in bold relief are the 

figures for the Southern Pacific Sys- 
tem, whose 12,652 miles of lines traverse 
and dominate the region extending from 
New Orleans westward to El Paso, thence 
up through the City of Los Angeles and 
the San-Francisco-Oakland area and on to 
Portland, its northern terminus and anoth- 
er rapidly growing industrial center. South- 
ern Pacific by virtue of its strategic posi- 
tion has reflected the growth of the area it 
serves by more than doubling its volume of 
ton-miles in the past two decades. The peak 
for the index—249.4—-was reached in June 
1945 (see diagram on next page). 


The industrialization of the West Coast 
was vastly accelerated during the war years. 
This development shows in the marked gain 
in the volume of manufactures carried, 
which in 1946 amounted to 44 per cent of 
the total revenue freight transported, com- 
pared with 24 per cent two decades earlier. 


TABLE I 
SCHEDULE OF TON-MILE INDICES BY ROADS, REGIONS AND DISTRICTS 


1925-28 equals 100 


Area or Railroad 


New England Region _. 
Eastern District —..__. 
Southern Region 

Central Western 
Pennsylvania RR _____. 
Southern Railway —_ 
Southern Pacific 

Class I Railroads 


1946 


120.38 
116.79 
148.18 
193.54 
120.02 
167.48 
216.22 
133.16 


1929 


102.02 
102.08 
100.14 
109.31 
106.37 
102.12 
108.11 
103.60 


1936 


73.08 
74.42 
74.67 
89.54 
76.56 
78.44 
91.22 
78.51 


1939 


68.49 
65.61 
72.83 
87.04 
64.87 
81.26 
89,95 
71.65 
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Income Expands The company’s extremely conservative 


, dividend payments, (a total of only 29.2 
pot ag heathy emery ati otha ag million dollars being paid in dividends dur- 


ing 1943-45 from net income aggregating 


cific began to expand rapidly, as the ac- pat . 
- mer" . 252.6 million dollars in 1940 through 1945) 
companying table indicates (see Table II) : enabled a debt reduction program and the 


TABLE Il building up of its financial resources (see 
SCHEDULE OF INCOME Table III): 


Year Net Income TABLE III 


ee ........................5 EERE . 
1941 S834, 758,577 SCHEDULE OF DEBT REDUCTION 


1942 80,315,696 Year Funded Debt 
1943 _.............._.._ 58,894,273 (a) 1940 $ 3,684,649 
=... Mise 1941 _ 24,683,463 


1945... 33,107,061 1942 26,244,275 


ms —....... _....---- 45,411,147 
. — ee $252,623,591 1944 re 76,597,714 


Dividends _.. $ 29,384,685 1945 __ aes 45,820,121 


(a) Sharp decrease due to increased taxes which rose 


$43 million over year 1942. eal ..........___......._ $338 440 360 
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By pursuing such sound fiscal policies 
during the war years and consolidating 
some of the gains resulting from the con- 
flict, Southern Pacific strengthened those 
fundamental influences which are largely 
responsible for its present sound credit 
position. Debt retirements and extensions 
at more favorable interest rates reduced 
fixed charges from their peak of almost 31 
million dollars in 1931 to 21.4 million an- 
nually. This is the lowest interest require- 
ment over the past twenty years and a level 
that could readily be supported even with 
a heavy shrinkage in the present large vol- 
ume of traffic. 


Passenger Traffic 


HE war years saw the company’s pas- 

senger business rise to a profitable ba- 
sis from its normally unprofitable status. 
The war trend of passenger operations was 
reversed in 1946. But notwithstanding this 
development, Southern Pacific’s earning 
power remains unimpaired. Attesting there- 
to are current earnings. In the two months 
ended February 28, net railway operating 
income was $7,675,688 as compared with 
$6,974,076 last year. The increase, $701,- 
612 amounts to 10 per cent. The outlook for 
1947 appears promising because the peak 
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of the system’s earnings occurs in October 
and November. 

Results for 1947 are not readily compar- 
able with those of 1946, because the latter 
were distorted by tax credits, wage in- 
creases and for some months, an interrup- 
tion of the normal flow of traffic. But 
judged by the growth of traffic and earn- 
ings in the current year, it appears that 
Southern Pacific has maintained some of its 
war gains. Moreover, the road is making 
rapid progress in attaining a better degree 
of control over its operating expenses. In 
January its operating ratio was 76.7 per 
cent as against 78.6 per cent for Class I 
Railroads. For the month of February oper- 
ating ratio was 73.5 per cent, thus reflecting 
a further improvement over the industry as 
a whole. 


Finances Strengthened 


HE financial condition of the road has 

also been strengthened substantially. 
Working capital balances and holdings. of 
cash have risen to a point where some ap- 
plication of its large treasury resources 
toward further debt reduction would still 
leave an ample balance of working capital 
that would support a protracted period of 
difficulty (see Table IV): 
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SCHEDULE OF FINANCIAL CONDITION 


Current 
Assets 


$ 56,638,479 
66,456,759 
86,731,412 

201,587,086 
311,143,620 
306,257,709 
259,768,513 
178,285,178 


Current 

Liabilities 

$ 46,086,184 
51,827,176 
46,349,230 
113,871,264 
219,836,613 
225,868,574 
147,555,369 
76,059,910 


Net Working 


Capital 

$ 10,552,295 
14,629,583 
40,382,182 
87,715,822 
91,307,007 
80,389,135 
112,213,144 
102,225,268 


Cash 

Ete. 
$ 27,213,574 
32,745,698 
33,922,138 
100,740,850 
154,588,910 
167,266,249 
125,205,158 
89,623,795 


The company is free from bank loans and 
other short term debt. Maturities through 
1950 aggregate approximately 83 million 
dollars, of which more than 20 million are 
equipment trust certificates payable over 
the next four years. The balance, approxi- 
mately 38.1 million Central Pacific 4s of 
1949 and 24.8 million San Francisco Ter- 
minal 4s of 1950, should be easily refunded 
or extended because of the road’s improved 
credit and adequate financial strength. 


Aside from the company’s huge invest- 
ment in road and equipment, which aggre- 
gated in excess of 1.5 billion dollars at the 
end of 1946, the System owns numerous in- 
vestments in affiliated companies, some of 
which are unusually valuable. It owns joint- 
ly and equally with the Union Pacific Rail- 
road Company, the Pacific Fruit Express 
Company. Proceeds from this stock invest- 
ment (now carried at 12 million dollars) 
constituted the margin of safety whereby 
Southern Pacific averted financial disaster 
between the years 1932 to 1935. The com- 
pany received almost 40 million dollars in 
dividends from Pacific Fruit Express dur- 
ing those years, and has since 1922 received 
almost 80 million dollars in dividends on 
these shares. 


Capital Structure Improved 


EBT reduction over the past decade 
has brought a better degree of bal- 


OLDEST BANK IN SOUTH JERSEY 


FIRST CAMDEN 
NATIONAL BANK 
&? TRUST CO. 
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ance between debt and capital stock. At the 
end of 1946 the proportion of funded debt 
to capital stock was 58.1 per cent. Al- 
though still high, this figure represents 
some improvement over the 63 per cent re- 
ported at the end of 1936; and the propor- 
tion is susceptible to some further improve- 
ment. With current cash holdings of almost 
90 million dollars and debt aggregating 176 
millions bearing interest at 4% per cent, 
the possibilities of refinancing and debt re- 
duction are favorable. This aspect is en- 
hanced by satisfactory earnings prospects 
as a result of which further accretions to 
present cash holdings should be witnessed 
during this year. 


Geographical Diversification 


VER the past decade the Southern Pa- 

cific System has been transformed 
from a struggling railroad to a vast and 
prosperous transportation property. It is 
now engaged in aiding further the develop- 
ment of a new industrial empire in the 
Southwest and on the Pacific Coast. Its 
growing traffic has found reflection in in- 
creased earnings and great financial 
strength. As a result its credit is now the 
strongest in its history. 


Investment is a dynamic process. Chang- 
ing conditions warrant a realignment of 
investment policies to conform to new situa- 
tions. Investors and policy makers who have 
proscribed the geographic areas south of 
the Mason and Dixon line and on the Pa- 
cific slope would do well to reappraise their 
investment philosophy. Geography is an- 
other aspect of diversification. Its influence 
merits careful consideration at this time. 


A PLEA FOR PLANNING is the title of a special 
supplement prepared and issued by Arthur 
Wiesenberger & Company, 61 Broadway, New 
York. The study takes a provocative approach 
to the subject of Estate Planning for business- 
men. 
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INVESTING FOR TRUSTS 


OSCAR L. BUHR 
Vice President, Detroit Trust Company 


Summary from Detroit Trust Company Quarterly, 
Winter 1947 


HE importance of carrying out a well- 
planned, conservative program on the 
part of the real investor has been empha- 
sized by the more volatile groups of securi- 
ties in recent months. The individual try- 
ing to catch the ups and downs of the mar- 
ket with a top-heavy position in common 
stocks is constantly in a state of worry and 
uncertainty. 

The investment policy of the Detroit 
Trust Company as Trustee, has constantly 
emphasized the importance of a _ well-di- 
versified program with a substantial por- 
tion of funds invested in high-grade bonds, 
a reasonable percentage in well-seasoned 
preferred stocks and in conservative, divi- 
dend-paying common stocks. 

The declining trend in interest rates on 
high-grade bonds, the relatively generous 
yield on common and preferred stocks, has 
emphasized the need to include stocks in 
trusts to meet income requirements. How- 
ever, the dangers inherent in common 
stocks make it necessary to exercise caution 
in the selection and purchase of such secur- 
ities. The differing opinions regarding the 
adaptability of common stocks in an infla- 
tionary period, and the contrary course of 
stock prices in recent months, strongly em- 
phasizes the need for caution. 

With the many powerful influences in the 
economy which have caused tremendous 
maladjustments for business, a_ trustee 
should continue to include in his program 
a substantial percentage of fixed-income se- 
curities, such as U.S. Series “G”’ 244% 
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* Real Estate Bonds in trust accounts represent 
only 3/10 of 1% of total assets. 








Diversification of Detroit Trust Company’s 
Trust Accounts 







bonds (which have proven an excellent in- 
vestment in the face of falling prices in 
both bonds and stocks), and a reasonable 
percentage of high-grade common stocks. 


A recent review of our investments in 
trust accounts gives evidence of the prac- 
tical application of these policies. Per- 
centages were: U. S. Government bonds, 
10 per cent; municipal bonds, 30 per cent; 
corporation bonds (including utility, indus- 
trial and railroad) 2 per cent; Canadian 
bonds, 1 per cent; preferred and common 
stocks, 25 per cent; other assets( including 
mortgages, land contracts and real estate), 
32 per cent (see reproduction). 
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HE Divisional Organization of a bank’s 

official staff, under which all lines of 
trade and industry are allocated to specific 
divisions, is one of the outstanding features 
of the service of The First National Bank 
of Chicago. It is best explained and under- 
stood when one is acquainted with the cir- 
cumstances that existed at the time of its 
conception. 


The ten-year period immediately pre- 
ceding the adoption of the Divisional Or- 
ganization in 1905 was one of wide expan- 
sion for the bank, the result of merger and 
consolidation, coupled with the rapid 
growth of the bank’s own business. In the 
period mentioned, The First National Bank 
absorbed the Union National Bank (1900), 
which reported assets at the time in excess 
of 17 million; the Metropolitan Naiional 
Bank (1902), with assets at some’ 26 mil- 
lion; and, in addition, the bank organized 
an affiliate, the First Trust and Savings 
Bank. During the same interval, depssits 
increased from 29 million to 92 million, 
better than 300 per cent, while loans and 
discounts rose from 18 to 52 million, or al- 
most 300 per cent. 


The effect of this unusual expansion on 
the official staff of the bank was the subject 
of a letter that the President, James B. 
Forgan, Sr., submitted to the Board of Di- 
rectors in June, 1904, in which he wrote— 


“... All this has kept us in more or less 
confusion, preventing a proper and effective 
organization of the work. Our efforts have 
been too diffuse and lacked concentration 
and grasp. This has led to losses that might 
have been avoided had the watchful care 
and thought of the individual members of 
the staff been more directly concentrated 
on and restricted to such a portion of the 





BANKERS KNOW THEIR BUSINESS 


Unique Divisional Organization: of a Commercial Bank 


HERBERT V. PROCHNOW 
Vice President, The First National Bank of Chicago 





business as each could reasonably be ex- 
pected to master. In other words ... our 
efforts have not been properly nor econom- 
ically directed to accomplish the best re- 
sults from the large volyme of business we 
do. . . . I now propose to specialize and 
divide the work by assigning to individual 
officers the care and management of the 
accounts of customers in specific lines of 
business. .. .” 


By Fields of Business Activity 


WO points in the above letter are of 

importance. First, despite the prob- 
lems which inevitably arise with the mer- 
ger of any two complex organizations, the 
greatest problem was the result of the vol- 
ume of business the bank was handling. 
The second point of note is the particular 
plan suggested as a basis for dividing the 
customers of the bank, and herein lies the 
uniqueness of the official organization as it 
is in effect today, namely, dividing and dis- 
tributing the accounts of customers by spe- 
cific lines of industry as distinguished by 
more common methods, such as geographi- 
cal or alphabetical arrangements. 


The division of accounts into specified 
lines of industry is today substantially as it 
was at the outset. The two appear opposite, 
the left column indicating the Divisional 
Organization as originally outlined in 1905, 
and the column on the right showing the 
expanded organization today. 


Organizing the staff under the Division- 
al plan in 1905 necessitated increasing the 
number of officers from ten to thirteen. It 
was the contention of the advocates of the 
plan that despite the increased cost of oper- 
ation, net profits would rise, largely as the 
result of new business. Subsequent profit 
and loss statements substantiated this. 








Group “A” 


1905 
Collateral Stocks and Bonds 
Grain, Flour and Feed 
Meat Products, Livestock Commissions 
Coal 
Doctors and Lawyers 


Today 
Meat Products, Grain, Flour, 
Feed, Seed, Wool, Livestock. 
Commissions 
Coal 
Doctors and Lawyers 


Group “B” 


Dry Goods, Millinery, Woolens, 

Clothing, Cloaks, Hats, Caps, 

Furnishing Goods, 

Jewelry and Merchandising Sundries, 
(The Women’s Banking Department is 
under the supervision of this division) 


Textiles, Clothing, Dry Goods, 
Millinery, Department Stores, 
Mail Order Houses, Furs, 
Merchandising Sundries 
Jewelers ; 

Women’s Banking Department 


Group “C” 


Agricultural Implements, Buggies, . 
Automobiles and Other Vehicles, 
Iron and Steel Products, 

Lumber, Furniture, etc. 
Manufacturing Sundries 


Iron and Steel, 

Automobiles, 

Machinery, Agricultura) Implements, 
Electrical Products, Radio, 
Manufacturing Sundries 


Group “D” 


Stone, Brick, Cement Contractors, 
Wallpaper, Paints, Oils, Glass, 

Boots, Shoes, Leather, Hides and Wool, 
Real Estate and Insurance, 


Publishing, Printing, Engraving & Paper, 


Miscellaneous 


Insurance, Publishing, Advertising, 
Graphic Arts, Paper and Paper Products, 
Installment Financing, 

Miscellaneous 


Group “E” 


Groceries, Drugs, Produce Commissions 
and Cold Storage, 

Wholesale and Retail Liquors, 

Brewers and Brewers Supplies, 
Tobacco 

Restaurants, Bakers, Hotels 


Grocers, Canners, Chemicals, Drugs, 
Produce, Cold Storage, Dairy Products, 
Brewers, Distillers, 

Sugar, Confectionery , 

Tobacco, Laundries, Hotels, 

Undertakers, Civic and Religious Associations 


Group “F” 


Banks and Bankers 


Banks and Bankers 


Group “G” 


None 


Hides and Leather 

Tires and Rubber, Boots and Shoes 
Mortgage Bankers 

Real Estate 

Musical Instruments 

Savings and Loan Associations 
Public Officials 


Group “H” 


Stock Brokers, Investment Dealers, 
Capitalists, Transportation, 
Amusements, Estates, Public Utilities, 
Custom House Brokers, 

Warehouses and Forwarders 


Group “I” 


Petroleum, Building Materials, 
Cement, Stone, Brick, Paints, 

Glass, Lumber, Furniture, Hardware, 
Plumbing and Heating Supplies, 
Accountants, Engineers, Contractors, 
Architects. 


Group “J” 


Intermediate and Serial Loans 





A Corps of Experts 


HE Divisional Organization made for a 

sounder, keener loan policy, because it 
permitted a specialization that formerly 
was not possible. The officers in each divi- 
sion were able to devote all their energies 
toward learning the problems, the markets, 
the financial requirements, and the particu- 
lar techniques employed in the industries 
which concerned them. They kept informed 
on the conditions affecting the special lines 
assigned to them, using all and every means 
available, from the perusal of trade journ- 
als to personal visits to plants and attend- 
ance at trade fairs, conferences, and ex- 
hibits. In a word, the various individual 
officers became extreniely well informed and 
expert. 

The First National Bank of Chicago has 
always been known as a bank whose man- 
agement over the years has followed an ag- 
gressive loan policy. The percentage of its 
loans to its total earning assets through 
good times and bad times has been high 
relative to other comparable banks at the 
same period. It has regularly pursued a pol- 
icy of encouraging new enterprises, recog- 
nizing that there may possibly be a higher 
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percentage of losses in such loans, but also 
realizing that some of these small enter- 
prises will be the great new industries of 
the future. 


Fosters Intensive Knowledge of Business 


T the present time, for example, the 
bank has fixed an amount which its 
officers have been advised is available for 
term loans to smaller companies in which 
the risks are greater than with somewhat 
larger industries. Officers are encouraged 
to extend such credits. No officer who makes 
the usual careful study of any credit and 
who may incur a loss in a small term loan 
of this character is criticized for the loss. 
The management of the bank knows that 
the bank and the city have grown as its in- 
dustries have developed and that new in- 
dustries, therefore, need definitely to be 
encouraged. 

The management of the bank, after forty 
years of experience with the Divisional Or- 
ganization, believes that it affords a large, 
metropolitan bank a more complete and 
thorough knowledge of industries than is 
possible under any other plan of organiza- 
tion. Under the Divisional Organization the 
banker not only knows his customer better, 


Capital $ 4,037,500.00 
Surplus and Undivided Profits - 14,262,016.89 
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but also his customer’s industry with its 
trends, particular problems, and _ special 
financial requirements. 

This unique position gives the loaning 
officer a perspective that makes possible a 
sounder, more intelligent credit policy, and 
gives the customer specialized as well as 
group banking judgment. The Divisional 
officer, when approached for a loan, brings 
to bear all the specialized knowledge he and 
his associates possess. The more knowledge 
and experience he has, the more helpful he 
can be and the more nearly correct will be 
his decision. 


Procedure and Control 


ACH of the divisions has from five to 

eight officers. In a sense, each division 
constitutes a small bank within a large 
bank. For example, the division handling 
textiles might be called a textile bank. 
Every officer in the division is familiar with 
that industry and knows the textile cus- 
tomers and their problems. The customer 
thus has the advantage: of dealing with a 
small “bank” within the large bank, but all 
the various facilities—trust, bond, savings, 
foreign, safe deposit—of the large bank 


435 


are ready to serve the division and its cus- 
tomers. 


It is of interest to note the manner in 
which the particular accounts of each divi- 
sion are controlled. The officers are charged 
with maintaining a complete up-to-date 
credit dossier on each customer of their di- 
vision. Memorandums of discussions are 
placed in the dossier. Calls on customers 
are also properly noted. The activity of each 
account is reviewed annually and the finan- 
cial statements of all borrowing accounts 
and many others are carefully analyzed. 
In the written analysis of the financial 
statement which is placed in the dossier, 
opinions are expressed as to the policy the 
bank should follow in the future, i.e., 
whether to curtail or extend a line of cred- 
it, or continue the present arrangement. 
Every Divisional officer reads all memoran- 
dums in the credit dossiers of his division. 
Thus, not only is there maintained a cur- 
rent record of the activity of each account 
which is annually reviewed and analyzed, 
but, in addition, the needs and likely re- 
quests of the customer are anticipated, as 
well as the extent to which the bank may 
extend its services. 


INSTITUTIONAL BOND 
SHARES 


This class of a mutual investment fund is restricted in 

its purchases to bonds which meet the legal require- 

ments for investment by Life Insurance Companies or 

Savings Banks in the State of New York. Shares are 
redeemable on demand. 
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Staff and Contact Advantages 


NE of the collateral advantages of the 

Divisional Organization is the oppor- 
tunity it affords to train junior officers. 
Each junior officer is charged with the re- 
sponsibility of analyzing the financial state- 
ments of the customers in his division, ex- 
amining the monthly analyses of the depos- 
itors’ checking accounts, calling on cus- 
tomers and acquainting himself with the 
industries of the division. Thus, over the 
years he becomes thoroughly familiar with 
the customers of the division, the com- 
panies in the industries under his supervi- 
sion, and the problems of each industry. 


A sound new business program and the 
Divisional plan go hand in hand. The Divi- 
sional officers, because of the over-all per- 
spective each one of them enjoys in certain 
industries, can readily spot newcomers to 
particular lines of industry, and thus can 
work for account relationships. Further- 
more, the more thoroughly a banker under- 
stands the business of his customers, the 
more likely he will be able to sell additional 
banking services. For example, an officer 
who understands a customer’s problems 
thoroughly may be able to show how the 
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services of the Trust Department would be 
helpful to the customer. In this manner the 
business of all departments of the bank 
may benefit. 


Pay-As-You-Go Compensation 


THE TRUST COMPANY SECTION of the Pennsy]l- 
vania Bankers Association has distributed a 
pamphlet in which are discussed the “Prin- 
ciples to be Considered in Determining Proper 
Compensation for Your Services As Trustee,” 
and “Pay-As-You-Go Compensation.” Com- 
pensation schedules are submitted “for in- 
formation purposes only,” with the recom- 
mendation that each member adopt its own. 


Reorganization Plan Unfair 


THE PLAN OF REORGANIZATION for Portland 
Electric Power Company, approved by the 
Securities and Exchange Commission and the 
Federal District Court of Oregon, is not “fair 
and equitable” in the opinion of the Guaranty 
Trust Company of New York, trustee for the 
Company’s 6 per cent collateral trust income 
bonds. The bank so advised holders of. such 
bonds. 


Complete Appraisal Service 
and Liquidation of 
Furniture and Objei d’ art 


We will purchase outright complete estates ox individual items: 


Antique Period Furniture, Porcelains, Georgian; Early American 
and Modern Silver; Paintings, Bronzes, Jades, Old Firearms, Gold 
Objects, Ivories, Decorative Accessories. 


We have seven trained appraisers fully acquainted with constantly 
changing values and each a specialist in their own field of 
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THE TRUST YEAR IN REVIEW 


Annual Reports Reveal Growth in Volume and Fees 


RUST departments throughout the 

United States experienced gains in vol- 
ume of business and gross earnings in 1946, 
it is revealed by a review of the annual re- 
ports of over one hundred leading banks. Of 
the more than two score institutions spe- 
cifically referring to the matters, only one 
reported a decline in volume of assets ad- 
ministered and two mentioned a drop in 
income from fiduciary services. With the 
expansion in business, several banks cited 
the completion of enlarged quarters for the 
trust department while others are awaiting 
more favorable building conditions. 

Two developments are noteworthy. First 
there has been a marked resurgence of ac- 
tivity in corporate trust business—trustee- 
ships, transfer agencies, etc. Second, a num- 
ber of trust departments are emphasizing 
custodianship accounts or whatever term is 
applied to the service which embraces in- 
vestment management as well as safekeep- 
ing. 

The reports continue to improve in for- 
mat and trust information. Some of the 
most attractive ones came from Central 
National Bank of Cleveland, Fifth Third 
Union Trust Co. of Cincinnati, American 
Security & Trust Co. of Washington, Lin- 
coln Rochester (N.Y.) Trust Co., Irving 
Trust Co., New York, Girard Trust Co., 
Philadelphia, and Peoples First National 
Bank, Pittsburgh. 

Among the most informative reports, 
from the standpoint of the trust depart- 
ment, were those of Chase National Bank 
of New York, Berks County Trust Co. of 
Reading, Wachovia Bank and Trust Co. of 
Winston-Salem, and Fort Worth National 
Bank. The latter two devoted special reports 
to the trust department. 

Union Trust Company of Springfield 
(Mass.) published a comparative statement 
of condition of its trust department, show- 
ing resources and liabilities as executor and 
trustee and as agent. Fletcher Trust Co. of 
Indianapolis listed this information in less 
detailed form but added an item on cor- 
porate trust business. 

For the first time, Citizens and Southern 
National Bank of Georgia gave a break- 
down of its operating income, showing 
trust fees as representing 5.1% of the gross 
profits of the bank, compared with 4.5% in 
1945. Central National of Cleveland also 


gave these data, the respective figures being 
7.33% and 7.52% (the actual dollar amount 
of trust department income increased but 
not in proportion to total bank earnings). 
American Security & Trust presented a 
three-year dollar income comparison, the 
1946 figure—continuing a steady growth— 
representing 12.93% of total earnings. 
Both the Central and American Security 
illustrated these ratios by pie charts. 


The following extracts are taken from 
the more informative reports and are in- 
tended as typical rather than all-inclusive. 


The Trust Department experienced the best 
year in its history, judged both by amount of 
service rendered and amount of income real- 
ized. Value of trust assets increased substan- 
tially. As a direct reflection of this growth, 
net income of the department was about 42 per 
cent higher than in 1945. Potential business 
also increased, indicated by a 29 per cent 
gain over 1945 in number of new wills filed 
naming our bank as executor or trustee or 
both. 

BANK OF AMERICA N. T. & S. A., San Francisco. 
a 


The volume of the new trust business was 
the highest in fifteen years, not only in the 
number of new wills naming our Trust Com- 
pany as executor or trustee, or both, but also 
in the number of living trusts actually received 
and set up on the books. The number of wills 
now held in the Trust Company’s vaults is the 


1942 1943 1944 1945 1946 


Growth Chart of Trust Department, American 
Security and Trust Co., Washington 





highest in its history. Continued progress is 
also being made in the pension and profit- 
sharing trust field. 


CALIFORNIA TRUST COMPANY, Los Angeles. 
a 


To get and hold trust business, we must 
render an investment management service on 
a par with that of the best in the country and 
that to do this requires a staff of full time 
specialists. To supplement or confirm our own 
fact finding, we have on paid retainer some of 
the leading investment research organizations 
in the East, Middie West, and on the Pacific 
Coast, though no purchases or sales are made, 
except after careful consideration by the Trust 
Investment Committee. 


For many years we have purchased com- 
mon stocks in reasonable amounts in full dis- 
cretionary trusts so that the adoption in Cali- 
fornia (1943) of the so-called prudent man 
rule for trust investments did not change our 
attitude toward common stock purchases. How- 
ever, in view of the relatively high market 
for common stocks prevailing during the latter 
half of 1945 and the first half of 1946, a general 
policy was adopted restricting such holdings 
in our discretionary accounts to a maximum 
of 40%. At the time of our periodic trust re- 
views holdings in excess of this amount were, 
in most cases, sold and proceeds reinvested in 
defensive type securities, i. e., preferred stocks 
and bonds. 

We have, of course, many trusts and agen- 
cies in which the person establishing the ac- 
count has directed us to buy and hold common 
stocks, in excess of 40% of the account or 
where special circumstances do not justify 
an immediate reduction to 40%. 


It has been encouraging to us to find over 
the years that more often than not estates 
and trusts distributable to beneficiaries re- 
siding in San Diego and elsewhere have been 
left with us under new agency or trust agree- 
ments entered into by these distributees. 


Our Common Trust Fund for the collective 
investment of trusts, now in operation four 
and one-half years, and which enables us 
to accept relatively small trusts, had on Dec- 
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The new trust offices of The National Bank 
and Trust Co. of South Bend, Ind. On left, 
lobby and trust teller windows; right, confer- 
ence space and desk area for staff; reception 
desk is in foreground. Leading directly off 
from this central office but not shown in the 
picture are private conference rooms, trust 
bookkeeping section and vault. The new quar- 
ters present a pleasing, modern, yet business- 
like appearance. In charge of the 46-year-old 
trust department is R. W. Goheen, vice pres- 
ident and trust officer, who is a member of the 
trust committee, Indiana Bankers Association. 


ember 31, 1946, an aggregate asset value of 
$1,308,220 with 79 trusts participating, or an 
average of $16,559.75 per trust. 34.4% of the 
Fund was invested in common stocks (37 is- 
sues), 24% in preferred stocks (18 issues), 
40% in bonds (17 issues), and 1.6% in cash. 
The December 31, 1946, unit value was 143.24 
and the current yield 3.85%. 


Gross earnings of the Trust Department for 
1946 were $194,000, an increase over 1945 of 
$46,000. 

FIRST NATIONAL TRUST AND SAVINGS BANK, 

San Diego, Cal. 

* 


The activities of the Trust Department con- 
tinue to expand. Activities in the Corporate 
Trust Department have increased, as well as 
those of the Pension Trust Department. During 
the year 157 new accounts were added, having 
a total book value of $38,620,871. The Trust 
Department is now servicing 3,146 accounts 
with a total book value of $235,631,670. 

HARTFORD-CONNECTICUT TRUST COMPANY. 


The Trust Department and Transfer De- 
partment had a satisfactory year, as well as 
great activity. At the close of the year there 
were 1,783 accounts in the Trust Department 
with a total book value of $208,416,253, repre- 
senting a gain in Trust Assets during the 
year of $8,132,382. During the year 74 Agency 
Accounts have been opened having a value of 
$7,952,309; 62 trusts were established with 
assets of $5,447,546. 

HARTFORD NATIONAL BANK & TRUST CO. 
* 


The Trust Department reports larger gross 
earnings in 1946 than any other year. Forty- 
nine new accounts were accepted, which re- 
flects a steady healthy growth in this Depart- 
ment. Everything is being done to continue the 
cooperative spirit and our friendly relations 
with the members of the, Bar and Life Insur- 
ance Underwriter groups. It is encouraging to 
note that during the year, many of the ac- 
counts accepted were a direct result of cooper- 
ation by the Directors and Officers of the 
Company in bringing to the attention of their 








friends and associates: the splendid facilities 
of our Trust Department. 
UNION TRUST CO. OF DISTRICT OF COLUMBIA. 
e 
For many years your Company has had the 
largest trust business in the City, and one of 
the largest south of Philadelphia. It now has 
over 1600 accounts of various types. Valuing 
the securities held in these accounts at the 
current market value and the real estate at 
approximately its assessed value, it now ad- 
ministers trust assets in excess of $150,000,000. 
And this does not include ony af the securities 
held in the corporate trust accounts. 


One of our most important responsibilities 
is the supervision of the more than 4000 indi- 
vidual securities as well as other assets en- 
trusted to our care. In order to meet this 
problem this department has a Trust Invest- 
ment Group composed of specially trained 
personnel, who are continually watching all 
business and economic trends. 


Since the work necessary on small accounts 
is almost as much as for a large account, the 
fees received do not nearly cover the cost 
of management. To help correct this situation 
we are now working with the other banks of 
this City to make it possible for any bank 
to establish a “Common Trust Fund” in the 
District of Columbia. It will mean increased 
diversification to each individual account and 
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also it will substantially reduce the cost of 
handling. 


We have followed in the past a policy of 
registering all stocks in the full name of each 
trust. However, this policy has involved con- 
siderable work and oftentimes delayed the 
completion of desirable sales, due to the fact 
that the rules of the stock exchange require 
a transfer to a nominee name before any sale 
can be made. To correct this situation, your 
Company during the past year has set up in 
the Trust Department a “Nominee Partner- 
ship” and wherever authority exists, all stocks 
within the department are being transferred 
to and carried in this name. This makes their 
immediate sale possible without the necessity 
of sending out a certificate for transfer prior 
to sale. In many accounts we do not have the 
power to place securities in this form of 
registration, and here again legislation such as 
is now in force in many other jurisdictions 
is badly needed. 


Another problem is the lack of adequate 
power in many accounts. To cover this situa- 
tion, an effort is being made to make. the 
“Prudent Man Rule,” also known as the “Mass- 
achusetts Rule,” effective in this jurisdiction. 


Trustees have found it advisable to institute 
an annual fee based on the amount of prin- 
cipal in an account rather than charging a 
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larger amount at the time of termination. This 
places the account on a “pay-as-you-go” basis, 
and in our opinion more equitably distributes 
the cost of management over a period of years 
rather than in a lump sum at the time of 
termination. This situation is being given con- 
sideration by us. 

During the year there has been a satisfac- 
tory increase in the number of new accounts 
received, as well as the number of wills that 
have been filed with the Trust Department, in 
which this bank is named as executor or 
trustee, or both. 


AMERICAN SECURITY & TRUST CO., Washing- 
ton. 


« 

The Trust Department had a very successful 
year, the amount of commissions received being 
very gratifying. While the earnings did not 
surpass last year’s record one, they were the 
third largest of any year. The increase in 
assets was considerable and we are now ad- 
ministering accounts whose total value is the 
largest in the history of the Trust Department. 
The Department has just started a business 
development campaign, the response to which 
has been exceptional from the start. 

WASHINGTON (D. C.) LOAN AND TRUST CO. 
7 


The Trust Department administer more than 
$290,000,000 in trusts. 
FIRST NATIONAL BANK, Palm Beach. 
* 


The Trust Department has experienced a 
very satisfactory growth and usefulness which 
reflects the results of a long planned pro- 
gram. In 1946 more new accounts were secured 
than in any previous year. 

FIRST NATIONAL BANK, Atlanta. 
ca 


The Trust Department experienced substan- 
tial growth during the past year. The agency 
agreements under which your institution acts 
as custodian of property and as agent to 
recommend and advise regarding investment 
policy are becoming more and more widely 
used and are meeting a very real need. 
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The business of serving as trustee for many 
charitable trusts is also expanding. The type 
of trust in this field that has proved most 
satisfactory is illustrated by the Henrietta 
Egleston Hospital for Children. Under that 
trust your institution is charged with responsi- 
bility for the custody and management of the 
trust fund, and a board of personal trustees is 
named to dispose of the income and carry out 
the charitable uses. 


Our business of acting as trustee under 
corporate pension plans has also had sub- 
stantial growth. 

TRUST COMPANY OF GEORGIA, Atlanta. 
cs 


Our special trust services to real estate own- 
ers include about two thousand active land 
trusts in which our chief function is holding 
title to real estate and over a thousand ap- 
pointments each month as trustee in real 
estate loans. We hold, as trustee under wills 
and living trust agreements, securities, real 
estate, and life insurance policies of large 
value. We have major responsibilities in the 
operation of various business enterprises. A 
vigorous campaign for trust business is result- 
ing in new appointments as executor and 
trustee. 

CHICAGO TITLE AND TRUST COMPANY. 
o 


The Trust Department had a noteworthy in- 
crease in earnings over the preceding year. 
More active security markets resulted in ex- 
panded activities of the Stock Transfer and 
Registrar Division. Particularly pleasing was 
the growth in personal trust earnings with 
new appointments, under Will and Trust Agree- 
ments, more than double those received in any 
previous year. 


CITY NATIONAL BANK AND 
Chicago. 


TRUST CO., 


The growth of our Trust Department con- 
tinues. The value of assets managed for others 
reached an all time peak in 1946. Accounts 
have been newly classified so that trusts sub- 
ject to court direction are concentrated in the 
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hands of personnel specializing in probate 
work exclusively. Corporations in increasing 
numbers have appointed the bank as Transfer 
Agent, Paying Agent, and Trustee of bond and 
debenture issues. Pension and Profit Sharing 
Trusts administered by the bank continue to 
increase. Net earnings cannot be regarded as 
other than satisfactory. 
FIRST NATIONAL BANK, Chicago. 
€ 


Adding another chapter to its history of 
steady growth and contribution to the bank’s 
earnings, our Trust Department had one of 
its most successful years, both in volume of 
business and in fees earned. New appoint- 
ments as Trustee by individuals under wills 
and trust agreements exceeded any previous 
year, while service to corporations as Trustee, 
transfer agent and registrar kept pace with 
the most productive years of the past. 

HARRIS TRUST AND SAVINGS BANK, Chicago. 
a 


The progress of the Trust Department dur- 
ing the year has been gratifying. A new high 
was set in the amount of gross fees collected 
which was accompanied, however, by substan- 
tially increased expenses due to the expansion 
of the trust organization. 

AMERICAN NATIONAL BANK, Indianapolis. 
es 


Increased use was made of the many services 
offered by the Trust Department during the 
year. Total combined securities and other prop- 
erty under the management or custody of the 
department at the end of the year amounted 
to over $71,000,000. That there has been a con- 
tinuing upward trend in recent years is indi- 
cated by the following 5-year comparison: 


Combined Resources 
in excess of 
$56,000,000 
59,000,000 
60,000,000 
65,000,000 
71,000,000 
WORCESTER COUNTY TRUST CO., Worcester, 


Year 
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REPORTS 
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Managers 


441 Lexington Ave. 
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The earnings of the Trust Department for 
the year 1946 exceeded those of any former 
year and substantial additional fees will be 
earned during the next two years. We have 
continued our business development campaign 
by direct mail and through relationships with 
attorneys, life underwriters and accountants, 
for whom a most successful dinner meeting 
was held in the Bank last spring. 

FIRST NATIONAL BANK, New Rochelle, N. Y. 


Commissions received by the Personal Trust 
and Corporate Trust Departments showed an 
increase from $3,668,000 to $5,075,000. This 
reflects both greater activity and a larger 
volume of business. 

BANKERS TRUST COMPANY, New York. 


The trust department has some 24,000 cus- 
tomers. Indirectly, millions of investors, from 
every state in the Union and many foreign 
countries, are served in various capacities in 
connection with the security issues of client- 
corporations. 


Several hundred new accounts were received 
by the custodian division during 1946, a net 
gain which has not been exceeded in recent 
years. 


The personal trust division also reported an 
active year and an increasing volume of new 
appointments as executor and trustee under 
wills and as trustee under living and life in- 
surance trusts. There has been a steady growth 
in the use of our investment service facilities 
by individuals, corporations and institutions 
desiring a systematic supervision of security 
portfolios. After providing for the administra- 
tion of personal investment programs through 
this Chase advisory service, many individual 
customers recognize the closely related ad- 
vantages of retaining other services of the 
trust department for carrying out eventual 
estate plans. 

CHASE NATIONAL BANK of New York. 


(Continued next month) 


To Trust Officers 


We locate missing heirs and bene- 
ficiaries at our own expense and risk. 
Our services are often of value on 
termination of trusts. Explanatory 
booklet on request. 


W. C. COX AND COMPANY 
208 S. LaSalle St. 
Chicago 4, IIl. 

Established 1913 
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Whatever Your Needs 
May Be 


Central Hanover is equipped to keep 
step with your correspondent banking 
requirements—local, national or inter- 


national — whatever your needs may be. 


Investment assistance, prompt attention 
to routine services, cooperation in un- 


usual situations. 


CENTRAL HANOVER 


BANK AND TRUST COMPANY 
NEW YORK 


Member Federal Deposit Insurance Corporation 





PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Los Angeles—Two important changes in the 
trust department of the BANK OF AMERICA 
are: appointment of Gerald J. Martin as as- 
sistant trust officer in charge of estate plan- 
ning of the Beverly Hills, Westwood, Santa 
Monica area, and of Francis M. Kaufman as 
assistant trust officer in charge of trust in- 
vestments for the state in Southern California. 
Formerly a colonel in the U. S. Army, Mr. 
Martin is a graduate of University of Mis- 
souri and New Jersey Law School. Mr. Kauf- 
man, formerly security analyst, is a graduate 
of Stanford University. 

Los Angeles — 
Promotions re- 
cently made in 
the trust depart- 
ment of SECUR- 
ITY-FIRST NA- 
TIONAL BANK 
were: Thomas B. 
Williams, to vice 
president and 
trust officer; Tay- 
lor F. Mullens, to 
vice president and 
assistant man- 
ager of the de- 
partment; E. C. 
Boardman, Nich- 
olas Malouf and 
Wesley F. Jones, 
from _ assistant 
trust officers to 
assistant vice 
presidents; Frank 
L. Humphrey 
transferred from 
trust officer at 
Westwood Village 
to assistant vice 
president at the 
head office; Hal 
H. Ferguson 
elected trust offi- 
cer to replace him 
at Westwood Vil- 
lage; V. C. Pid- 
geon, assistant 
trust officer, re- 
ceived the addi- 
tional title of associate trust counsel. 

Riverside—CITIZENS NATIONAL TRUST 
& SAVINGS BANK elected Richard B. Hamp- 
son as president to succeed the late Charles E. 
3rouse. Mr. Hampson has been with the bank 
since 1904, starting as a messenger. He was 
recently president of the Riverside Chamber of 
Commerce. 

Sacramento—Earl O. Schnetz was elected 
president of the CAPITAL NATIONAL BANK 
to succeed the late George E. Zoller. 


T. B. WILLIAMS 


TAYLOR F. MULLENS 


CONNECTICUT 


Meriden — HOME NATIONAL BANK & 
TRUST CO. elected Donald J. Clark an as- 
sistant vice president and associate trust offi- 
cer. For eight years, he was assistant national 
bank examiner throughout New York and New 
Jersey, mostly examining trust departments. 
For the past five years he has been executive 
vice president and trust officer of the PEO- 
PLES BANK (Johnstown, N. Y.). 


DELAWARE 


Dover—FARMERS BANK OF THE STATE 
OF DELAWARE elected as investment officer, 
Edward W. Hagemeyer, who previously had 
been associated with the Central Hanover Bank 
& Trust Co. of New York. 


FLORIDA 


Palm Beach—Stanley A. Wilson was pro- 
moted to trust officer at the FIRST NATION- 
AL BANK; Miss Alverda Heidman to assistant 
trust officer; Wiley R. Reynolds, Jr., to vice 
president. 


GEORGIA 


Atlanta & Macon—Franklin Nash, trust of- 
ficer at the Atlanta office of CITIZENS & 
SOUTHERN NATIONAL BANK, has been 
transferred to the trust department at Macon. 


ILLINOIS 


Chicago—AMERICAN NATIONAL BANK 
& TRUST CO. appointed C. A. Hemminger in 
charge of advertising and public relations on 
March 1. Recently resigned as advertising man- 
ager of the Bankers Trust Co., N. Y., Mr. 
Hemminger was prior to that director of public 
relations with the New York State Bankers 
Association. He graduated from the Graduate 
School of Banking at Rutgers University in 
1946, and is also a graduate of the University 
of Illinois School of Journalism. 


ESTATE PLANNING CONSULTANT 


Sixteen years’ experience 


Trust New Business 
Advanced Life Underwriting 
and Estate Analysis 
SUCCESSFUL RECORD — HIGHEST CREDENTIALS 
Available after April 30th as 
Officer in progressive Trust Company 
or 
Associate with Consultant 
Interested in extending Estate Planning Service 
Box S-9-1 TRUSTS and ESTATES 
50 East 42nd Street New York 17 





Chicago — An- 
other public rela- 
tions appointment 
at the NORTH- 
ERN TRUST CO. 
was that of Lloyd 
H. Geil as sec- 
ond vice  presi- 
dent and man- 
ager of public re- 
lations, while J. 
Mills Easton, sec- 
ond vice  presi- 
dent, continues as 
manager of ad- 
vertising. Mr. 
Geil recently re- 
signed as field 
representative in 
the department of public relations, Standard 
Oil Company (Indiana), prior to which he was 
in charge of public relations at Michigan State 
College. 


LLOYD H. GEIL 


KENTUCKY 


Lexington — Due to increased volume of 
trust business, Ira H. White was advanced 
from assistant cashier to assistant trust officer 
of FIRST NATIONAL BANK & TRUST CO. 


MARYLAND 


Baltimore—Gordon E. Kellenberger advanced 
to trust officer at the MERCANTILE TRUST 


co. 

Cambridge—COUNTY TRUST CO. elected 
Addison H. Reese as president to succeed Sen- 
ator J. Allen Coad, who continues as a director 
and member of the executive committee. 


MISSOURI 


St. Louis—Chairman of the board J. Lion- 
berger Davis, SECURITY NATIONAL BANK 
SAVINGS & TRUST CO., retired from that 
position but retains his directorship on the 
board. 

St. Joseph—See New Mexico. 


NEW MEXICO 


Albuquerque—John T. Rutherford, former 
assistant cashier and assistant trust officer of 
the American National Bank, St. Joseph, Mo., 
joined the FIRST NATIONAL BANK. 


NEW YORK 


Johnstown—See Meriden, Conn. 

New York — BANKERS TRUST CO. an- 
nounced the retirement of Guy Emerson as 
vice president, effective May 15. He will become 
chairman of the executive committee of the 
John Price Jones Corp., New York, fund- 
raising and public relations counsel for edu- 
cational and other philanthropic institutions. 
Mr. Emerson will also organize a new affiliate 
partnership to handle institutional and com- 
mercial public relations. 
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New York—John C. Orr, 2d, was advanced to 
vice president at the NEW YORK TRUST CO. 
Joining the bank after graduating from Yale 
in 1925, Mr. Orr has served in various depart- 
ments of the personal trust division. Stationed 

at Rockefeller 
Center office, he 
will do personal 
trust development 
work in the head 
office and 
branches. 

New York — 
IRVING TRUST 
CO. elected two 
new vice pres- 
idents: George A. 
Murphy, in charge 
of the personal 
trust division, and 
Harry S. Mayer, 
in charge of the 
mortgage and 
real estate di- 


GEORGE A. MURPHY vision. 


OHIO 


Akron—Coincident with conversion of First- 
Central Trust Co. to FIRST NATIONAL 
BANK (as reported in January), David Kendig 
was named assistant trust officer. 


OKLAHOMA 


Okmulgee—J. B. Yeager has been elected 
trust officer and assistant cashier, at CEN- 
TRAL NATIONAL BANK; G. A. Belford, as- 
sistant trust officer. 


PENNSYLVANIA 


Harrisburg—Succeeding the late Robert A. 
Enders, J. Robert Storey was elected president 
of CAMP CURTIN TRUST CO. Trust officer 
Harper S. Byers received the additional title 
of vice president, 

Manchester—The late Otto F. Mayer is suc- 
ceeded by William F. Minnick at the MAN- 
CHESTER SAVING BANK & TRUST CO. Mr. 
Minnick thereby becomes trust officer, in ad- 
dition to secretary and treasurer. 

Philadelphia — CITY NATIONAL BANK 
elected Benjamin D. Doane as assistant trust 
officer. He was formerly trust officer of the 
Kensington National Bank. 

Philadelphia—Robert Coltman was advanced 
to vice president in charge of investments, at 
PROVIDENT TRUST CO., William G. Foulke, 
2d, and John H. Zane promoted to trust offi- 
cers; George C. Denniston and James S. Maier 
appointed assistant trust officers; Henry 
Ecroyd made assistant trust investment officer; 
John Shaw made assistant treasurer. 


TEXAS 


San Angelo—Ray B. Johnston has been 
elected president of the SAN ANGELO NA- 
TIONAL BANK to succeed Sol Mayer, who 
resigned. 














Trust Institution Briefs 


Los Angeles, Cal.—William Watson, comp- 
troller, and Mrs. Helen B. Stewart, an executive 
secretary, were presented with wrist-watches 
by President Ben R. Meyer of the UNION 
BANK & TRUST CO., commemorating twenty- 
five years of service each. 

East St. Louis, I1—UNION TRUST CO. 
has converted into a national bank, under the 
title of UNION NATIONAL BANK OF EAST 
ST. LOUIS. 

St. Louis, Mo.—John C. Flotte, vice pres- 
ident and trust officer of BREMEN BANK & 
TRUST CO., recently became the 47th presi- 
dent of the North St. Louis Business Men’s 
Association. 

New York, N. Y.—Brian P. Leeb, vice pres- 
ident in charge of the personal trust depart- 
ment of BANKERS TRUST CO., has been 
elected trustee of Franklin Savings Bank. 

New York, N. Y.—Edgar B. Landis, trust 
officer of CHEMICAL BANK & TRUST CO., 
and president of the University of Pennsyl- 
vania Club of New York, was one of eight 
alumni who were awarded a scroll at the an- 
nual Founders Day exercises in Philadelphia. 

Greensboro, N. C.—Robert A. McPheeters, 
vice president and trust officer of the SECUR- 
ITY NATIONAL BANK, has been elected pres- 
ident of the Greensboro Rotary Club. 

Philadelphia, Pa.—A. Douglas Oliver, vice 
president in charge of trust new business at 
the GIRARD TRUST CO., became treasurer of 
the National Mental Health Association. 

Boise, Idaho—Sale of the BOISE TRUST 
CO. to the IDAHO FIRST NATIONAL BANK 
was announced. The Boise Trust, organized in 
1906, has conducted a general trust, title and 
insurance business. It is anticipated that the 
abstract and insurance departments will be 
acquired by the Idaho Title Insurance Co. The 
business will be operated as a division to be 
known as the “Boise Trust Branch,” and it is 
expected that the business will be broadened 
to include all types of banking. W. W. Howell, 
vice president of the trust company, becomes 
a vice president of the bank with the added 
title of manager of the branch. 

Rochester, N. Y.—Raymond N. Ball, pres- 
ident of LINCOLN-ROCHESTER TRUST CO., 
was honored with the Civic Medal for 1947, by 
W. Stephen Thomas, director of the Rochester 
Museum of Arts & Sciences, “for his out- 
standing service and leadership to the com- 
munity, and for his humanizing influence on 
his fellow citizens and all those who came in 
personal contact with him.” 


Vancouver, B. C—NATIONAL TRUST CO. 
LTD., with offices in Toronto, Montreal, Ham- 
ilton, Winnipeg and Edmonton, opened an of- 
fice here on March 17th. Under the manage- 
ment of Ronald W. Pearson, Assistant General 
Manager, the office is prepared to provide com- 


445 





plete trust company services for individuals 
and corporations. Mr. Pearson joined the com- 
pany in Saskatoon and was later transferred 
to its Edmonton office as Manager. Since 1939 
he has been Manager at Winnipeg and Super- 
intendent of Western Branches. 





In Memoriam 


WILLIAM H. A. JOHNSON, trust examiner 
for the Federal Reserve Bank of Chicago, and 
a trust authority. Affectionately known as 
“Citation Bill,” Mr. Johnson joined the Chicago 
Federal Reserve 10 years ago, taking over the 
then newly created post of trust examiner. 
Previously he had been assistant secretary of 
the Continental Illinois National Bank & Trust 
Co. of Chicago. He was a member of the facul- 
ty of the American Institute of Banking, for 
which he developed a widely used trust course. 


FRANKLIN W. GANSE, of Boston, noted 
estate planner and life underwriter, and a 
pioneer in the life insurance trust council 
movement. 

FRANK J. LEMAN, president, treasurer 
and trust officer of the Citizens Bank & Trust 
Co., Dansville, N. Y.; president of the Living- 
ston County Bankers Association. 

GUY E. STILL, cashier and trust officer of 
the State Bank of Woodstock (Illinois) and 
former clerk of McHenry County. 





OBSERVING ITS 90TH ANNIVERSARY on February 
14, the Mercantile Commerce Bank and Trust 
Company of St. Louis commemorated the oc- 
casion with an attractive brochure tracing the 
bank’s growth over the near-century. The ac- 
companying reproduction shows the home of 
the bank’s first ancestor, St. Louis Building 
and Loan Association. The trust department, 
described as one of the largest divisions of 
the institution, has handled some of the larg- 
est estates passing through the Probate Court 
in the past 48 years. 
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State Street Trust Keeps 
Old Boston Alive 


HE advent of trust companies, which have 
become to a large extent the trustees of 

the old Boston fortunes, has not decreased 
the spirit and care of the old individual trustee, 
born in the era of the “Late George Apley.” 
In a story in The Saturday Evening Post 
titled ““‘The George Apleys Banked Here,” Pete 
Martin describes the State Street Trust Co., 
located in the heart of the Boston of the Revo- 
lution. Its historic setting is preserved in the 
home of the bank. The architecture is “pat- 
terned after the counting rooms used by the 
Boston merchants during the first part of the 
18th century.” Models of old sailing vessels 


are preserved in glass cases on the bank floor. 


Main Banking Room of the State Street 
Trust Company 


The name of the bank spelled out in halyard 
rope, and old pewter whale-oil lamps, now 
electrified, are in keeping with the trading 
history of the city. 

In the organization are found the names of 
such old families as Adams, Forbes, Wolcott, 
Williams and Holmes. 

The services of the State Street Trust, writes 
Mr. Martin, have gone as far as shoveling the 
snow from the weak roof of the home of one 
of its customers. Her personal safety was 
protected with the same care and thoughtful- 
ness devoted to handling her securities. 

The Company’s adherence to the virtues of 
thrift, courtesy and honesty has not devel- 
oped a starchy outlook. Instead, in one case, 
they interpreted the trust to include the per- 
mission to give the beneficiary enough money 
with which to have a final fling before going 
off to war. With this same care and personal 
touch it handles the small as well as the sizable 
estates. 


THE TRUST COMPANIES’ ASSOCIATION of Ore- 
gon sponsored a series of lectures by Heman 
T. Powers during February. They were at- 
tended by about 60 bank and trust officers. 
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Completes 50 Years of Trust Service 


For the past 23 
years vice pres- 
ident ond general 
manager of the 
Toronto General 
Trusts Corp. 
with which he 
started 50 years 
ago, William G. 
Watson was feted 
at a dinner given 
him on March 18 
by directors of 
the bank, attend- 
ed by about 300 
persons. When he 
joined the institu- 
tion it had assets 
of $12,000,000; 
today assets are nearly $300,000,000, and there 
are 10 branches extending from Montreal to 
Vancouver. President Charles McCrea declared 
that this development came about largely 
through Mr. Watson’s influence. Mr. Watson 
is a past president of the Trust Companies 
Association of Ontario, and president of the 
Toronto Symphony Orchestra Association. 

With his 50 years of service, Mr. Watson 
is the dean of the trust business in Canada and, 
so far as is known, in all of America. 


WILLIAM G. WATSON 


Canadian Trust Companies 
Amalgamate 


CCORDING to a joint announcement made 

by E. L. Parent, General Manager of 
Capital Trust Corporation Limited, and J. 
Wilson Berry, President and General Manager 
of Guaranty Trust Company of Canada, the 
Boards of Directors of both Companies have 
entered into an agreement whereby Guaranty 
Trust will purchase as a going concern the 
business of Capital Trust. Special meetings of 
the shareholders of each Company are being 
called for April 30, 1947, to submit the 
agreement for necessary approval and ratifi- 
cation. 


The amalgamation will bring together the 
oldest and largest trust company carrying on 
business in the Ottawa Valley and Guaranty 
Trust Company of Canada which commenced 
business in 1925 at Windsor and which in sub- 
sequent years has extended its trust service 
to Toronto, Niagara Falls, Montreal and Sud- 
bury. It is estimated that the combined assets 
will be approximately $50,000,000. 


The amalgamated business will continue un- 
der the name of Guaranty Trust Company of 
Canada with offices at Toronto, Ottawa, Wind- 
sor, Niagara Falls, Sudbury and Montreal. 
The Head Office will be in Toronto. 














HE HIGH POINT in its nearly three years 
of existence was reached by the Trust 
Council of Forth Worth when it played host 
at its March meeting to Mayo A. Shattuck, 
Boston attorney and noted authority on trust 
law and estate planning. Discussing the latter 
subject, Mr. Shattuck addressed an audience 
of close to 400 persons who included the 
president of the local bar, officials of insur- 
ance organizations, leaders of the accounting 
societies, trust department officers and repre- 
sentative attorneys, underwriters and account- 
ants. 

In his talk, Mr. Shattuck referred to the 
great public good which can come from co- 
operation among the four groups which make 
up the Council. It will be noted that the Coun- 
cil’s membership includes accountants and 
attorneys in addition to underwriters and 
trustmen. The sponsors of this broader type of 
association are well pleased with the results. 

Mr. Shattuck’s trip was sponsored by the 
St. Louis Life Insurance and Trust Council 
and the Dallas Estate Council in addition to 
the Fort Worth group. Their meetings were 
similarly successful. 


















NEW OFFICERS ELECTED by the Detroit Life In- 
surance and Trust Council at its recent 
third annual business meeting are congratu- 
lated by the retiring president, Vance L. 
Desmond of the Detroit Trust Company 
(extreme left). (continuing to the right) H. 
Peter Trosper, New York Life, moved up from 
vice-presidency to president, Alexander A. 
Jenkins, Manufacturers National Bank, became 
vice-president; E. Leigh Jones, C.L.U. (not 
shown in picture) Massachusetts Mutual, is 
the new secretary; and the treasurer is C. 
Stewart Baxter, the National Bank of Detroit. 
Other members of the executive committee are 
C. C. Otto, Mutual Benefit Life, and J. W. 
Sanders, Equitable Trust Co. The Detroit 
Council now has 135 members. 


e 
MARK E. LEFEVER, Es@Q., spoke on the “Pitfalls 
in Will and Trust Draftsmanship” at the 
March meeting of the Philadelphia Life Insur- 
ance and Trust Council on March 18th. 





TRUST COUNCIL NEWS 


' THE PITTSBURGH LIFE INSURANCE AND TRUST 


THE LIFE INSURANCE-TRUST COUNCIL OF NORTH 
JERSEY has elected the following: 
President: Fred A. Ditmars, Massachusetts 

Mutual Life Insurance Co. 
lst Vice Pres.: Barclay B. Baekey, National 

Newark & Essex Banking Co. 
2nd Vice Pres.: Marvin V. Henkel, C.L.U., 

Mutual Benefit Life Ins. Co. 
Secretary: Daniel L. Reiber, 

Newark Trust Co. 
Treasurer: Vincent A. Miletti, Northwestern 

Mutual Life Ins. Co. 

At the recent meeting, Roswell Magill, 
former United States Under-Secretary of the 
Treasury, as the featured speaker. 

a 


Merchants & 


THE FOLLOWING OFFICERS of the Life Insurance 
Trust Council of Cleveland were elected for 
the 1947-48 term: 
President: Warren H. Smith, General Agent, 
Northwestern National Life Insurance Co. 
Vice Pres.: Harry L. Flynn, The Cleveland 
Trust Co. 

Secretary: D. Miley Phipps, New England 
Mutual Life Insurance Co. 

Treasurer: Arthur C. Knight, Central Na- 


tional Bank. 
~ 


Harry S. REDEKER of Fidelity Mutual Life, 
spoke at the joint meeting of the Chicago Life 
Insurance and Trust Council and the Chicago 
Association of Life Underwriters on February 
19th. His topic: “Estate Planning in Action.” 


Council’s guest speaker for March 25th, 
Warner F. Haldeman, discussed aspects of set- 
tlements, pension trusts and life insurance. 





New Pension Plans 


1200 NEW PENSION and deferred distribution 
profit sharing plans were installed in the 
United States during the past year, Meyer M. 
Goldstein told a joint meeting last month of 
the Memphis Chapter of Chartered Life Un- 
derwriters, Chamber of Commerce, trust offi- 
cers, attorneys and accountants. Many em- 
ployers with Pension Plans, concerned about 
fixed premiums to be paid in bad as well as 
good years, are amending the plans to give 
greater flexibility to employer contributions. 
+ 


SECURITY-FIrRsST NATIONAL BANK of Los An- 
geles has adopted a retirement income plan 
covering about 4,000 officers and employees 
of the bank and the Pacific Southwest Realty 
Co., an affiliate, according to an announcement 
by George M. Wallace, chairman of the board. 
The bank will pay the entire cost of the plan. 

























ESTATE PLANNING UNDER HALLOCK CASE 


Effect of Treasury Decision 5512 


PART II 


HENRY CASSORTE SMITH 
Member of the New York Bar 


HE new regulation T.D. 5512 does not 
define exactly what is meant by “any 
right or interest in the property (whether 
arising by the express terms of the instru- 
ment of transfer or otherwise). It seems 
clear that the grantor’s reservation of a 
life interest in the income of the trust af- 
ter the death of the first life tenant consti- 
tutes such an interest. Comm. v. Est. of 
Chas. Nathan, C.C.A. 7th., Feb. 11, 1947, 
C.C.H. Federal Estate and Gift Tax Re- 
ports, para. 10,541. 
Suppose that the grantor’s reversionary 


interest can come: into effect only by the 
affirmative action of another person? In 
Comm. v. Irving Trust Co. (Est. of Hugh 
M. Beugler), 147 F (2d) 946 (C.C.A. 2nd., 
1945), the grantor, pursuant to divorce set- 
tlements, created two trusts prior to March 
3, 1931, the income from which was to be 
paid to the former wives up to a certain fig- 
ure, any surplus income above that figure 
to be paid to the grantor’s issue and the 
principal of one of the trusts to be paid 
over upon the grantor’s death to his issue 
and, in default of issue, to such persons as 


would be entitled thereto under the New - 


York intestacy statutes and the principal 
of the other trust to be so paid over upon 
the death or remarriage of the second wife. 
Each of the trusts contained provisions that 
the trustee, a trust company, could “in its 
absolute discretion” transfer to the grantor 
all or any part of the principal of the trusts, 
retaining a sufficient fund to provide the 
income required to be paid to the wives. 
Both the Tax Court and the Circuit Court 
held that no part of the trusteed property 


Concluded from March issue, 337, 343. 





was subject to the estate tax. The Court 
said: 

“We have found no decision in which a 
settlor has parted with power to control the 
application of any part of the corpus and 
the disposition of it is left to the judgment 
of the trustee, independent of any pre- 
scribed standards*, and yet the corpus has 
been included in the’ estate because the 
settlor might receive a part of the corpus 
through the exercise of an uncontrolled 
discretion by the trustee.” 

Let us suppose that the grantor’s rever- 
sionary interest can come into effect only 
upon the failure of others to take certain 
action. Such a case is Lloyd’s Estate v. 
Comm., 141 F (2d) 758, (C.C.A. 3rd), where 
the grantor’s reversionary interest could 
not materialize if the income beneficiaries 
exercised their general powers of appoint- 
ment. The court held that Section 811(c) 
of the Code was not applicable. 


Effect of Reservation of Life Interest 


O the surprise of most persons familiar 

with the provisions of the estate tax 
statutes, the Supreme Court in 1930 held 
in May et al. v. Heiner, 281 U.S. 238, that 
where the grantor created a trust the in- 
come from which was to be paid to her hus- 
band for life and, if he predeceased her, to 
be paid to her during her life, the principal 
upon her death to be paid over outright to 
her children, the grantor’s retention of a 
life interest in the income did not subject 
the remainder interests to the estate tax. 





*But see, however, Est. of Lelia E. Coulter, 7 T. C. No. 
150 (Dec., 1946), where it was held that there was a rea- 
sonably definite standard prescribed for invasion of prin- 
cipal by the trustee and Section 811(c) of the Code was 
applicable. 





i 
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Congress adopted on March 3, 1931, a joint 
resolution adding to what is now section 
811(c) of the Code language to the effect 
that thereafter such reservation by the 
grantor of a life interest subjects the inter- 
ests following it to the estate tax. 


A unanimous court held in Hassett v. 
Welch, 303 U. S. 303 (1938), that the Con- 
gressione! joint resolution was not appli- 
cable to transfers made prior to its adop- 
tion even though the grantor died there- 
after. The same result has been reached in 
many other cases. ; 

Despite Hassett v. Welch, the Commis- 
sioner has on occasion taken the position 
that the Stinson case (discussed in the 
first article) in effect overruled May v. 
Heiner and Hassett v. Welch. It would 
seem that the sounder view is that the Su- 
preme Court’s failure expressly to overrule 
those cases is not to be disregarded and 
that the court in the Stinson case did not 
state that the incidence of tax was predi- 
cated on the reservation by the grantor of a 
life estate. In his concurring opinion in that 
case, Mr. Justice Douglas said (324 U.S. 
108, 112-113) : 

“*. . « Certiorari was... granted... 
only on the question whether the entire 
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value of the corpus of the trust at the time 
of decedent’s death should be included in 
her gross estate. So in this case, as in 
Commissioner v. Field ... we are not faced 
with the question whether May v. Heiner 
should survive Helvering v. Hallock .. .” 


In Helvering v. Proctor, 140 F. (2d) 87 
(C.C.A. 2nd., 1944) Circuit Judge Learned 
Hand squarely rejected the Commissioner’s 
contention that May v. Heiner had been 
overruled by the Hallock case. But the same 
court in Williams v. United States, recently 
affirmed a District Court decision which 
hed held that the ruling in May v. Heiner 
would not be followed in view of the deci- 
sions in the Stinson and Field cases, where 
the grantor had created a trust in 1928 re- 
serving the income to herself during her 
life, the trust to end upon her death and the 
principal then to be distributed to others. 
(Reported 45-1 U.S.T.C. para. 10,202, affd. 
per curiam, 47-1 U.S.T.C. para. 10,530). 


Commissioner’s View 


HE Commissioner, in several cases de- 
cided since the Stinson case, has ap- 
parently conceded that, with respect to 
trusts created prior to the joint resolution, 
the reservation by the grantor of a life in- 
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terest does not in and of itself subject the 
principal of the trust to estate taxes. Na- 
tional City Bank of New York, 7 T.C. 485, 
490-1 (July, 1946); Est. of Nina Cam- 
panari, 5 T.C. 488,491 (1945); Parmer A. 
Gillespie, T.C., memo. op., C.C.H. Dec. 
15,513(M) (1946). 


It will be noted that the new regulation 
amends Regulations 105, Section 81.17, to 
provide that for the purposes of determin- 
ing whether an inter-vivos transfer was in- 
tended to take effect at or after the dece- 
dent’s death, “The decedent shall not be 
deemed to possess a right or interest in the 
property if his right or interest consists 
solely of an estate for his life.” 


It is significant and disappointing that, 
despite the above statement in the new reg- 
ulation in Examples (5) and (6) discussed 
in the first article, the Commissioner ap- 
parently intends to persist in his earlier at- 
atempts to avoid the decisions in May v. 
Heiner and Hassett v. Welch. In Examples 
(5) and (6), if the transfers were made 


prior to the joint resolution of March 3@ 


1931, no effect should be given to the gran- 
tors’ reservation to themselves of life es- 
tates in the income. However, the Commis- 
sioner in those examples has given testa- 
mentary effect to such a reservation of 
life estates. Taxpayers should be entitled 
to proceed on the assumption that decisions 
of the Supreme Court which Congress has 
refused to overrule by statute are to be 
accepted as settled law. If the Commission- 
er continues to disregard May v. Heiner 
and Hassett v. Welch, a statute should be 
enacted to provide in the most unambiguous 
terms that no transfer prior to March 3, 


1931, in which the grantor has reserved a .- 


life estate is subject to the estate tax by 
reason of such reservation of a life estate 
or by reason of the fact that the subsequent 
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beneficiaries must, by reason of such a res- 
ervation, survive the grantor in order to 
receive their interests. 


Reversionary Interests in Life Insurance 


OON after the Hallock case was decided 
it was held that the doctrine of that 
case was applicable to life insurance. Prob- 
ably the leading case is Chase National 
Bank v. United States, 116 F(2d) 625 
(C.C.A. 2nd., 1940). There the policy issued 
to the insured provided for payment of 
$50,000 to his wife if she survived him, oth- 
erwise to the estate of the insured. The wife 
was given all the incidents of ownership 
in the policy. The District Court had held 
that the proceeds of the policy were not tax- 
able in the insured’s estate under what is 
now Section 811(g) of the Internal Rev- 
enue Code because no legal incidents of 
ownership were retained by the insured. 
This decision was reversed by the Circuit 
Court of Appeals on the authority of the 
Hallock case, which had, in the meantime, 
been decided. The Court said: 
‘Whatever may have been the situation 
before the decision in Helvering v. Hallock, 
. . we think that the possibility of reverter 
which was in the insured and would have 
resulted in payment of $50,000 and $6,517 
to his estate, had his wife died before him, 
was terminated by his death, and this de- 
termination of his interest was an event 
which rendered the interest includible in 
his gross estate.* 

In Liebmann v. Hassett, 148 F(2d) 247 
(C.C.A. Ist, 1945), it was held that the 
measure of the estate tax is the value of 
the policy at the date of the insured’s death 
and not, as his executrix had contended, 
merely the value of the insured’s reversion- 
ary interest. 

*See Paul, Federal Estate and Gift Taxation, Vol. 1, 


Sec. 10.20, for discussion of the application of Hallock 
doctrine to insurance. 
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In Bailey v. United States, 31 F. Supp. 
778 (Ct. of Claims, 1940), appeal dis., 311 
U.S. 721, it was held that, where the in- 
sured had assigned life insurance policies to 
the beneficiaries one of whom thereafter 
paid all the premiums, the proceeds were 
taxable in the insured’s estate by reason of 
his reversionary interest. 


Although the new regulation does not ex- 
pressly purport to cover the taxation of the 
proceeds of life insurance, the language of 
the first paragraph of Section 81.17 of Reg- 
ulations 105 would seem to be broad enough 
to cover the situation where the insured 
during his lifetime assigns interests in the 
policy to another person. The reasoning in 
Example (8) in the new regulation, al- 
though it relates to an express trust, would 
seem to be applicable to insurance where 
the beneficiary could, prior to the death of 
the insured, obtain the cash surrender value 
of the policy. Since the issuance of the new 
regulation, the Tax Court has held in Es- 
tate of Julius B. Well, memo. op., C.C.H. 
Dec. 15,470(M), that, where the primary 
beneficiary of a life insurance policy was 
given all incidents of ownership therein and 
could have obtained the proceeds thereof 
prior to the death of the insured and the 
insured’s estate had a reversionary right in 
the policy by operation of law, “The inter- 
ests of the beneficiaries . . . were thus not 
dependent upon the death of the decedent.” 
The Court in holding that the insurance 
proceeds were not taxable in the insured’s 
estate did not mention the new regulation. 
The holding in the Weil case is, of course, 
completely contrary to the Supreme Court’s 
holding in the Goldstone case. 


Revocation or Modification 


N the whole, the new regulation is more 
favorable to the taxpayer than might 
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have been expected in view of the holdings 
and broad language in the Stinson and 
Goldstone cases. Reasonably definite guides 
are provided for those who would avoid the 
imposition of estate taxes in respect of in- 
ter vivos transfers. In no field of taxatior is 
certainty more desirable than here. The ad- 
ministration of the estate tax on inter vivos 
transfers has been far from consistent. In 
fact the Commissioner on occasions has 
failed to follow his own regulations.* More- 
over, there is no assurance that the courts 
will follow the new regulation.** There is 
need for a definite statutet clarifying and 
making definite the circumstances under 
which inter vivos transfers will be included 
in the estates of grantors as transfers “in- 
tended to take effect in possession or enjoy- 
ment at or after... death.”+ 


*See Paul, Federal Estate and Gift Taxation, Vol. 1, 
Sec. 7.27. 


**See, for example, Estate of Louis Stockstrom v. 
Comm., 7 Tax Ct. 251 (1946) where the Tax Court refused, 
in an income tax case, to follow Treasury Decision 5488 
(relating to the doctrine of Helvering v. Clifford, 309 
U. S. 331) and apply newly promulgated income tax regu- 
lations in favor of the taxpayer where the Court had pre- 
viously held that the taxpayer was liable for a deficiency. 


+See Report Proposing Amendments To Federal {ncome, 
Estate and Gift Tax Laws of the Committee on Taxation, 
Trust Division, American Bankers Association (Jan. 1946), 
pp. 27-33 and Proposed Amendments To The Federal In- 
come, Estate and Gift Tax Laws, a report by the Com- 
mittee on Taxation of the Association of the Bar of the 
City of New York, (June 15, 1946), pp. 29-32. These re- 
ports advocate enactment of statutes (1) making it un- 
mistakedly clear that no irrevocable transfers in trust 
prior to the Congressional joint resolution of March 3, 
1931, shall be includible in the grantor’s estate by rea- 
son of the grantor’s reservation of the income therefrom 
for his life and (a) providing that in the case of all trans- 
fers the amount to be included in the grantor’s estate shall 
be merely the actuarial value of the property immediately 
before death. See also the pending Gearhart Bill, H. R. 
5358 (introduced Feb. 4, 1946) which would amend Section 
811(c) of the Code to provide that: “Irrevocable transfers 
made by the decedent which, in the normal course of 
events, would not revert to him shall not be included in 
his gross estate.” 
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Since the eight examples cited in the new 
regulation cover only some of the more 
usual trust possibilities, each proposed trust 
agreement must be studied separately and 
the two tests contained in the new regula- 
tion carefully applied to it. Some trusts 
formerly considered taxable under Section 
811(c) of the Code may not be taxable un- 
der the new regulation and, vice versa, 
some trusts heretofore considered not sub- 
ject to the estate tax, may be taxed if the 
new regulation is followed. 


Persons who have already created trusts 
or made other transfers of property in re- 
spect of which estate tax liability might be 
asserted under the new regulation may wish 
to effect modifications of, or even revoke, 
such transfers. In New York, Section 23 
of the Personal Property Law provides 
that: 

“Upon the written consent of all the per- 
sons beneficially interested in a’ trust in 
personal property or any part thereof here- 
tofore or hereafter created, the creator of 
such a trust may revoke the same as to the 
whole or such part thereof, and thereupon 
the estate of the trustee shall cease in the 
whole or such part thereof.” 

The latter statute covers modifications as 
well as revocations of trusts. County Trust 
Co. v. Young, 262 App. Div. 31, reversed on 
other grounds, 287 N.Y. 801.* 


The question may arise as to whether 
such revocation or release of the grantor’s 
reversionary interest will subject the prop- 


*New York Real Property Law Section 118 contains 
similar provisions in respect of trusts of real property. 
See also New York Real Property Law Section 183 au- 
thorizing and providing the procedure for the release or 
partial release of powers. 
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erty to the gift or estate taxes. It seems 
reasonably clear from the holdings and 
reasoning in Smith v. Shaughnessy, 318 
U.S. 176 (1943) and Robinette v. Helver- 
ing, 318 U.S. 184 (1943) that the revoca- 
tion or release of the grantor’s reversionary 
interest would not be treated for gift tax 
purposes as a transfer of the entire value 
of the property and that only the value of 
the grantor’s reversionary interest would 
be subject to the gift tax provided, how- 
ever, that the value of that interest could 
be computed. 


In the recent decision of the Supreme 
Court in Allen v. Trust Company of 
Georgia, 326 U.S. 630 (1946), it was held 
that the grantor’s release of a power to 
amend a trust was not a gift in contempla- 
tion of death resulting in estate tax liabil- 
ity under Section 811(c) of the Code, de- 
spite the fact that such release or transfer 
was made for the very purpose of avoiding 
estate taxes, the decedent having acted to 
effectuate legally his original purpose of 
making complete and absolute gifts during 
his lifetime. The holding in the Allen case 
plus the dictum in the Goldstone case, (325 
U.S. at p. 693) that if the possibility of the 
grantor’s reacquiring the transferred prop- 
erty has been eliminated before his death 
the transferred property will not be sub- 
ject to estate taxes, makes it reasonably 
clear that the release or transfer of the 
grantor’s reversionary interest will be ef- 
fective in so far as the estate tax is con- 
cerned. 

(A bibliography of recent articles on 
the doctrine of the Hallock case will be fur- 
nished to subscribers on request to the pub- 
lishers.) 


Foosaner Takes Associate 


SAMUEL J. FOOSANER, contributing tax 
editor of Trusts and Estates, has announced 
that effective April 1, 1947, Martin M. Lore 
has become associated with him, specializing 
in federal tax matters. Mr. Lore, formerly 
attorney in the Office of Chief Counsel, Bureau 
of Internal Revenue, was recently trial counsel 
in the Office of Division Counsel, New York 
Division Technical Staff. He is a member of 
the New York and Wisconsin Bars, and a 
certified public accountant, District of Col- 
umbia. 


THE BANKING BoarD in New York State on 
March 24th added to the legal list: $200 mil- 
lion Telephone and Telegraph Company Thirty- 
five Year Debentures due April 1, 1982 (w.i.) 
The issue was addéd upon application of the 
Savings Bank Trust Company. 





CURRENT FEDERAL 


TAX NOTES 


SAMUEL J. FOOSANER 


Counsellor at Law, Newark; Special Tax Lecturer at New York 
University, University of Miami, Rhode Island State College, 


Income Tax 


Beneficiary not taxable on income of es- 
tate where administration still in process. 
Certain shares of stock had been pledged 
by taxpayer’s deceased husband to secure a 
debt of another. The bank instituted suit to 
recover on the debt. As executrix of the es- 
tate, taxpayer paid the debt in full by Jan- 
uary 24, 1941, in order to free the stock 
from the bank’s lien. Commissioner sought 
to tax the income of the estate for 1941 to 
taxpayer, on the ground that administra- 
tion of the estate had already been com- 
pleted. HELD: The administration was still 
in process in 1941. It was necessary for the 
taxpayer, in her capacity as executrix, to 
make some disposition of the outstanding 
stock loan. The income of the estate for 
1941 was taxable to the estate and not to 
the taxpayer. Alston v. Comm., 8 T.C. No. 
61, March 10. 


Beneficiary not taxable where income not 
currently distributable. Taxpayer was life 
beneficiary of a trust which provided that 
“the income, profits and proceeds” of the 
trust be paid to her. During the taxable 
year, the trustees credited to principal the 
following: (1) a short term capital gain 
on the sale of U. S. notes; (2) part of the 
interest received on certain bonds for 
amortization of premiums paid on these 
bonds, and (3) the amount they retained 
when the holder of an option to purchase 
certain capital assets of a trust failed to 
exercise his rights. Commissioner deter- 
mined that all three of these items consti- 
tuted income currently distributable to tax- 
payer as beneficiary of the trust. HELD: 
For taxpayer. Direction that “the income, 
profits and proceeds” be distributed, was 
equivalent to an instruction for the pay- 
ment of “net income.” It did not require 


and Practising Law Institute 


that capital gains be paid to the beneficiary. 
While the sums realized on the option con- 
stituted ordinary income, the law govern- 
ing the administration of trusts considers 
such payment a capital gain, to be added 
to corpus, not currently distributable to the 
beneficiary. Case v. Comm., 8 T.C. No. 41, 
Feb. 19. 


Deduction denied where distribution 
made beyond scope of indenture. Trustees 
were to pay the net income to the grantor’s 
children annually during their minority, 
and quarterly thereafter. They were em- 
powered to re-invest such portion of the 
income as was not needed by the children, 
such income to be payable to each child 
upon attaining majority. Having invested 
in Government bonds such income as was 
not required, the trustees later resolved 
that distributions of $10,000 be made to 
each of the three children, then minors. In- 
stead of paying the money to them, how- 
ever, the trustees loaned it to another trust 
for the benefit of the children. The benefi- 
ciaries included the $10,000 sums in their 
1940 returns and the trust deducted the 
$30,000 as an amount properly paid or cred- 
ited under Section 162 of the Code. The 
loans were repaid after 1940. HELD: Com- 
missioner properly disallowed the deduc- 
tion, since the trust agreement required the 
trustees to accumulate income not needed 
for the maintenance, support and educa- 
tion of the beneficiaries. The trust did not 
expend the $30,000 for these purposes, and 
since this comprised the only basis for ob- 
taining a deduction, it is not entitled to 
such deduction. Frank v. Comm., 8 T.C. 
No. 44, Feb. 20. 


Estate denied deduction because divi- 
dend held “not properly paid or credited’. 
Estate received a dividend on certain stock. 
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The final decree of distribution made no 
segregation of income and corpus, and the 
amount of the dividend was distributed as 
part of the residuary estate. Commissioner 
determined that the dividend constituted 
income of the estate and sought to collect 
the tax thereon from the heirs, who con- 
tended the dividend was deductible under 
Section 162(c) of the Revenue Act of 1938. 
HELD: The dividend was not deductible 
by the estate. Since it was an increment to 
corpus and was commingled with principal 
in the final distribution, it was not paid or 
credited as income. Estate of Dunlop v. 
Comm., T.C.M. Feb. 20. 


Income taxable to trustee since not cur- 
rently distributable. Taxpayer’s husband 
established two trusts. Within 30 days after 
the expiration of any fiscal year, taxpayer 
wes required to notify the trustee if she 
desired any part of the income of the past 
fiscal year. Any income retained by the 
trustee was to be added to principal. In 
case the income received by the trustee dur- 
ing any given year was insufficient, the 
trustee could use the principal for the com- 
fortable maintenance and support of the 
taxpayer. During 1938, 1939 and 1940, she 
did not request any income. Commissioner 
ruled that the taxpayer was the owner of 
the income under Section 22(a) because of 
her power to demand and receive it. HELD: 
For taxpayer. The income was not to be 
“distributed currently”, and hence the tax 
should have been imposed on the trustee un- 
der Sections 161 and 162. Hallowell v. 
Comm., C.C.A.-3, No. 9167, March 4. 


Clifford rule—estoppel argument reject- 
ed. Taxpayer created trusts for his two chil- 
dren, retaining broad managerial powers, 
inclusive of the right to pay the income to 
the primary beneficiaries or accumulate it 
for the remaindermen. In 1940, taxpayer, as 
trustee, accumulated the trust income. 
HELD: Income for 1940 was taxable to 
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taxpayer as grantor, irrespective of deter- 
mination by a California court that the 
trusts were irrevocable. Taxpayer argued 
estoppel on the ground that Commissioner 
had attributed the income to him in 1940, 
but in no other years. This argument was 
rejected because there was no showing of 
representations by Commissioner and re- 
liance thereon by taxpayer to his detriment. 
Faucett v. Comm., T.C.M., March 5. 


Opinion in Stockstrom case clarified. De- 
nied. The court states that its prior opinion 
in Estate of Louis Stockstrom, 7 T.C., 251, 
was not intended to condemn T.D. 5488— 
the Clifford regulations—as invalid or im- 
proper, or to indicate any view that the 
amended regulations are ultra vires on the 
part of Commissioner. T.D. 5488 is simply 
inapplicable and, since Mim. 5968 relates 
only to Bureau policy, the court is not con- 
cerned with whether or not it is followed 
by Commissioner. Estate of Stockstrom v. 
Comm., Order and Memorandum sur Or- 
der by Judge Kern, Jan. 16. 


Legal and estate planning fees deduct- 
ible. Taxpayer’s attorneys rendered advice 
with respect to: (1) advisability of pur- 
chasing tax anticipatory interest-bearing 
bonds; (2) advisability of making personal 
interest-bearing loans to certain corporate 
officers for the purpose of enabling them 
to conserve their stock holdings and thereby 
protecting taxpayer’s investment in the cor- 
poration, and (3) merits and legal aspects 
of plans submitted to taxpayer by a firm 
of estate planners for the rearrangement 
and reinvestment of her entire estate. 
HELD: Fees paid for the services of the 
attorneys and the estate planning firm were 
deductible as non-trade or non-business ex- 
penses. Fees for advice with respect to es- 
tablishment of a trust for taxpayer’s minor 
daughter, and with respect to the release of 
certain powers of appointment were not de- 





ductible. Here, the relationship between the 
expenses incurred and the management or 
conservation of property for the production 
of income was not shown to be sufficiently 
proximate. Bagley v. Comm., 8 T.C., No. 
14, Jan. 23. 


Estate Tax 


Trust taxable because of retention of 
power to change beneficiaries—valuation of 
annuities. In 1923, decedent created revoc- 
able trusts for his children. In 1924 he 
made them irrevocable but reserved the 
power to designate beneficiaries. In 1934, 
in order to eliminate the trustee, to con- 
tinue the trusts and to rehabilitate the trust 
principal, decedent designated his son as 
the beneficiary of all outstanding trusts. 
His son thereupon executed a declaration 
of trust in favor of the surviving children, 
including himself. Decedent died in 1940. 
HELD: In spite of the fact that the dece- 
dent remolded the trusts, in substance he 
continued as the grantor. Hence, the trusts 
were includible in his estate under Section 
81l1(c) of the Code. 

The trustee had purchased certain an- 
nuity contracts, decedent being the annui- 
tant. At decedent’s death, the total unpaid 
origine] cost thereof was $237,804, and 
their commuted value was $11,113. The con- 
tracts required that the expended costs be 
repaid in equal installments without inter- 
est. HELD: The latter figure, comprising 
the actual value et death, is the correct 
measure of value of such contracts for es- 
tate tax purposes. Estate of MacManus v. 
Comm., 8 T.C., No. 40, Feb. 18. 


Annuity purchased by husband not in- 
cludible in wife’s estate. In 1931 decedent’s 
husband purchased an annuity in her favor, 
with the principal sum payable to the hus- 
band upon her death. Decedent had the 
right to obtain cash surrender value of the 
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policy, change the beneficiary, etc. At the 
time of her death in 1942, she had exer- 
cised none of these rights. HELD: No part 
of the annuity principal is includible in de- 
cedent’s estate. The contract was purchased 
by decedent’s husband with his separate 
funds. Estate of Schwartz v. Comm., 5 
T.C.M., Feb. 17. 


Deduction allowed for attorney’s fees af- 
ter conclusion of original suit for which 
claimed. Decedent’s executor offered to set- 
tle a suit for refund by agreeing to accept 
50% of the amount claimed. The offer was 
accepted by the Government more than a 
year later. The money was paid to the exec- 
utor and the suit was dismissed with preju- 
dice. Subsequently, the executor filed a 
second suit for refund, based on the con- 
tention that the fees paid to attorneys for 
prosecuting the first claim should be al- 
lowed as a deduction. HELD: The executor 
was not required to assert claim for deduc- 
tion of attorney’s fees on the original estate 
tax return, since none was then contem- 
plated. The fees subsequently to be paid 
were vague and uncertain at the time of the 
settlement, since in Maryland (the state 
concerned) approval thereof must first be 
given by the Orphans’ Court. The matter 
was not res judicata, since the fees were not 
involved in the first claim for refund. Ma- 
gruder v. Estate of Jenkins, C.C.A.-4, No. 
5553, Feb. 3. « 


Insurance assigned to attorneys as fees 
taxable. Decedent carried life insurance pol- 
icies with a double indemnity clause and 
not subject to claims against the estate. 
Beneficiaries executed contracts with attor- 
neys to recover the double indemnity, as- 
signing them a one-third interest in any 
recovery. The companies paid compromised 
amounts of the double indemnity by joint 
check to beneficiaries and attorneys. HELD: 
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Amounts received by attorneys constitute 
part of gross estate and are not deductible 
as either administration expenses or claims 
against estate. Estate of Wright v. Comm., 
8 T.C., No. 62, March 11. 


Transfer of insurance policies in contem- 
plation of death. Decedent paid all pre- 
miums on 12 policies of insurance on his 
life. In 1935, at a time when he was in good 
health, he irrevocably transferred the poli- 
cies, making them payable to named bene- 
ficiaries. A letter from decedent’s broker to 
the companies indicated that it was ar- 
ranged that the wife should use her power 
to permit decedent to borrow money on the 
policies. HELD: For the Commissioner. 
Eight of the policies contained an express 
reversion, while in the other four, there was 
a remote reversionary interest by opera- 
tion of law. Court preferred, however, not 
to rest the decision on this ground, but 
on District Court’s decision that the trans- 
fers were made in contemplation of death, 
since what decedent did was merely a sub- 
stitute for a testamentary disposition. Fs- 
tate of Schustek v. Collector, C.C.A.-2, No. 
182. March 12. 


Estate allowed deduction for wife’s de- 
feasible interest in alimony trust—no gift 
tax on creation of trust. In 1939, decedent, 
prior to a divorce, entered into an agree- 
ment with his wife to provide for her main- 
tenance and support and to settle their 
property rights. The property settlement 
was incorporated in the decree and ap- 
proved as fully discharging all claims of 
the wife. Pursuant to the agreement, de- 
cedent created a trust, under the terms of 
which the wife was to receive the income 
for life, provision being made, however, 
for reduction of the amount of income pay- 
ments in the event of her remarriage. De- 
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cedent died in 1940 and his wife remarried 
in 1943. HELD: The value of the wife’s in- 
terest in the trust could be determined 
from American Experience tables reflecting 
life expectancy and the probabilities of re- 
marriage, and such value was deductible 
for estate tax purposes. The creation of 
the trust did not constitute a taxable gift 
to the wife. Estate of Forstmann v. Comm., 
5 T.C.M., Feb. 14. 


Insurance trusts held in contemplation 
of death. In 1930 decedent, 59 years old and 
in sound health, transferred certain insur- 
ance policies on his life to trusts for the 
benefit of his wife and daughter. He died in 
1940. The instruments provided that the 
trustee might, in its discretion, purchase 
any property of which decedent died pos- 
sessed, end also make loans to the executor 
or trustee appointed under the will. The 
beneficiaries and distributive provisions 
were the same in both the trusts and the 
will. HELD: The transfers of the policies 
were made in contemplation of death. The 
will and the trust instruments constituted 
integrated parts of a testamentary plan. 
Estate of Rhodes v. Comm., 5 T,.C.M., Feb. 
24. 


Charitable bequest not sufficiently ascer- 
tainable to be deductible—value of property 
passing under powers of appointment de- 
termined. Decedent’s father created a trust 
providing for life estates in decedent and 
his brother. Upon the death of one of the 
brothers, his portion of the income was to 
devolve in accordance with the manner ap- 
pointed in his will. Upon the death of the 
survivor of the brothers, the principal was 
to be divided into equal shares, payable as 
each of them should appoint by will. Dece- 
dent, dying in 1940 survived by his brother, 
devised all his property in trust, the re- 
mainder to devolve to charity, subject to 
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certain specific bequests and a power in the 
trustee to make such payments from princi- 
pal for the “use and benefit’? of decedent’s 
wife as the trustee should deem advisable. 
HELD: The value of the charitable remain- 
der could not be ascertained with sufficient 
certainty to permit a deduction from the 
gross estate. If the widow predeceased the 
surviving brother, there would be no possi- 
bility of using principal. However, the 


brothers and the widow were about the, 


same age. The possibility that charity 
would not take was not so remote as to be 
negligible. The value of the property pass- 
ing under the power of appointment is not 
the present value of the remainder interest 
but the sum of the separate values of the 
right to income and right to obtain the prin- 
cipal at a later date. Newton Trust Co v. 
Comm., C.C.A.-1, Nos. 4177, 4184, March 5. 


Gift Tax 


Gifts in trust for minors held not future 
interests. In 1937 and 1938 taxpayer mede 
gifts in trust for the benefit of his minor 
children. He claimed annual gift tax exclu- 
sions (then $5,000, now $3,000) for each 
year for each child. Commissioner disal- 
lowed the exclusions, ¢laiming the gifts 
were of future interests. HELD: For tax- 
payer. Gifts, though made in trust, were 
for the immediate use and benefit of the 
minor beneficiaries and were, therefore, 
not gifts of future interests. Blaugrund v. 
United States, U.S.D.C., W.D. Texas, Nos. 
336, 337, Jan. 13. 


Consideration held adequate to avoid gift 
tax on divorce settlement. Taxpayer created 
a trust, giving his wife the income for life, 
with a right to use principal in the event 
the income fell below $8,000 in any year. 
The trust was created in connection with a 
property settlement ¢greement incorporated 
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in a divorce decree. HELD: The wife’s re- 
lease of rights to support and maintenance 
is of itself sufficient consideration to make 
the gift tax inapplicable. The court chose 
not to decide whether E.T. 19 correctly in- 
terprets the law in distinguishing between 
a wife’s inheritance rights and her rights 
to support and maintenance, on the question 
of whether the release thereof is sufficient 
consideration to avoid gift tax. Judson v. 
Comm., 5 T.C.M., March 4. (See also Forst- 
mann case above.) 


Revenue Bureau Rulings and News 


Surviving wife taxable on income from 
her share of community property during 
administration of husband’s estate. The 
surviving spouse’s interest in Arizona com- 
munity property continues in the survivor 
during the period of administration of the 
decedent’s estate, subject merely to pro- 
rata payment of community debts. Accord- 
ingly, G.C.M. No. 25008, which holds that 
“that part of the income received during 
the period of administration by the estate 
of a deceased husband, who died while dom- 
iciled in California, which is derived from 
the surviving wife’s share is community 
property *** is taxable to the wife for Fed- 
eral income tax purposes,” is equally appli- 
cable to cases of decedents domiciled in 
Arizona. I.T. No. 3841, 1947-4-12490. 


Determination of cost of insurance held 
by employees’ trust. The method of deter- 
mining the cost of one-year term premiums 
comprising income reportable by an em- 
ployee on account of current insurance pro- 
vided for him under a life or endowment 
insurance contract held by an employees’ 
trust, has been revised. The complete text 
must be read to be understood. P.S. 58, re- 
vised, March 7. 
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EXPERIENCE WITH A WILL DRAFTING CONTEST 
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M. H. ERZ 


Chairman, Contest Committee, Trust Companies’ Association of Oregon; 
Vice President, Title & Trust Company, Portland 


HE objective which we hoped to accomplish 

with the Will Drafting Contest sponsored 
by the Trust Companies’ Association of Ore- 
gon, was two-fold; first, to build good will, 
particularly among the younger attorneys, and 
second, to improve the quality of wills being 
drafted. 


Prizes for the contest were: $500, $400, $300, 
$200 and $100. 


Inasmuch as this was our first effort of the 
kind, we first obtained the approval of the 
deans of the law schools, the Oregon State Bar 
Association, the Multnomah County Bar Asso- 
ciation, and the joint committee of the Oregon 
State Bar Association and the Trust Compan- 
ies’ Association. Due to the war, there were 
not sufficient students graduating in 1946, and 
would not be for several years, to justify our 
program if participation were limited to that 
group. We therefore made eligible, as con- 
testants, all graduates in law in the class of 
1946 from the University of Oregon, Willa- 
mette University, and Northwestern Law 
School, and all attorneys practicing in Oregon 
who graduated in the classes of 1940-1945 in- 
clusive, irrespective of the law school from 
which they graduated. 

In order to carry our program before the 
public and eligible contestants, we employed 
a local advertising firm to write and get stories 
into the newspapers. This did not prove to be 
profitable as the newspapers, if they printed 
the stories at all, did not place them on the 
financial page, asserting that they lacked pub- 
lic interest. We then obtained from the Oregon 
State Bar Association the names of all 
attorneys admitted to practice in Oregon since 
1940. We followed this up by direct mail, and 
obtained applications from slightly more than 
ten per cent of those eligible. 
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It is our opinion now that the factual in- 
formation upon which the contestants were 
to base their proposed will and trust, was too 
complicated, resulting in many not actually 
submitting wills after they had made appli- 
cation in the contest. When the contest ulti- 
mately closed on December 2, 1946, eighteen 
wills had been submitted representing approx- 
imately five per cent of those persons eligible. 


Impartial Selection 


In order to avoid any possible adverse crit- 
icism from contestants who were not among 
the prize winners, we deemed it advisable that 
our Association should not select the judges. 
The judges were, therefore, selected by the 
deans of the three law schools in Oregon, and 
they, in turn, designated attorneys from three 
very prominent law firms, one each in Port- 
land, Eugene, and Medford. 


Each contestant was assigned a number so 
that the judges had no knowledge of whose 
will they were considering. An interesting 
sidelight was that the first prize winner was 
from Portland, the second from Eugene, the 
third from Pendleton, the fourth from Med- 
ford and the fifth from Salem. 


As a grand finale, the Association sponsored 
a banquet at which the prizes were presented. 
As guests at the banquet, we had the judges 
of the contest, the presidents and secretaries 
of both the State and County Bar Associations, 
the deans of the law schools and many prom- 
inent attorneys. 

Summarizing the program, it is our belief 
that the best results, for publicity purposes. 
were obtained through coverage given us in 
the local and State Bar bulletins, and by direct 
mail to the prospective contestants. 
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RECENT LEGISLATION AFFECTING FIDUCIARIES 


HE following measures have become 
law, in addition to those reported at 
page 344 of the March issue: 


Arkansas 


Act 94: Authorizes fiduciaries, as princi- 
pals on bonds, to agree with the surety 
thereon that the countersignature of the 
surety shall be required before the with- 
drawal of moneys on deposit or assets held 
for safekeeping in the name of the fidu- 
ciary without subjecting the surety to any 
additional liability on account of requiring 
such countersignature. 


Act 135: Amends income tax laws; the 
principal changes are an increase of the ex- 
emptions from $1,500 to $2,500 for a single 
person and from $2,500 to $3,500 for a mar- 
ried person and the allowance of only one- 
half of federal income taxes as a deduction. 


Act 156: Permits the guardian or trustee 
of estate of minor under 15 years to invest 
in insurance and annuities with court con- 
sent. 

Act 161: Provides that a suit for the par- 
tition of lands held as an estate by the en- 
tirety may be filed in instances where the 
owners have been divorced, unless the land 
is a homestead. 

Act 394: Authorizes the establishment by 
corporate fiduciaries of common trust 
funds; authorizes the registration of secur- 
ities held by corporate fiduciaries in the 
name of a nominee; and adopts in sub- 
stance the Uniform Fiduciaries Act. 


Indiana 


S.B. 72: Permits nominee registration of 
securities held by a corporate fiduciary. 


S.B. 83: Enables executors or administrators 
of decedents’ estates to file their final reports 
at the expiration of six months after the first 
publication of the notice of their appointment. 


S.B. 88: Authorizes banks and trust com- 
panies acting as fiduciaries and holding listed 
securities, to sell such at the market price 
without requiring reappraisal. 


S.B. 89: Liberalizes legal list of investments 
by fiduciaries to permit banks to purchase cer- 
tain common stock listed on one of the four 
designated national exchanges and rated in 
first six classifications of a recognized rating 
service designated by the Indiana Department 
of Financial Institutions. A cash dividend must 
have been paid in each of the prior ten years. 
if common stock of corporation is eligible any 
senior security is automatically qualified. 


Amortized mortgages may be made for period 
not to exceed 16% years and not in excess of 
60% of appraised value of improved real 
estate. 


S.B. 126: Permits termination of guardian- 
ship of estate in the event the estate consists 
of not more than $1,000, but permits courts to 
order guardianships of minors continued with- 
out bond and without the duty of making 
periodic reports. 


S.B. 127: Permits persons owing funds to 
decedents to pay such money to the court 
clerk if the amount does not exceed $500, or 
to pay such amount to the widow and other 
heirs of the decedent if all debts have been 
paid. Provides for the disposition of personal 
property of estates aggregating less than $500, 
and permits any obligor of the estate to pay 
directly the funeral expenses, expenses of the 
decedent’s last illness, and taxes. 


S.B. 129: Provides that persons indebted 
to a minor or an incompetent without guardian 
may pay such sum directly to the clerk of 
the court if the amount does not exceed $1,000 
or is payable periodically in an amount not 
in excess of $25 per month. 


S.B. 241: Provides that a second childless 
husband shall take only a one-third life inter- 
est in the real estate of his deceased wife, thus 
putting both spouses on a parity in these cir- 
cumstances. 


Maine 


Ch. 59: Holds transferring or registering 
company or agent liable only when it knew 
that the fiduciary or nominee in whose name 
the stock is registered or is to be registered is 
committing a breach of trust, or has such 
facts that its participation in such transfer 
amounts to bad faith. 

Ch. 60: Provides that gain or loss upon dis- 


position or maturity of bonds which are part 
of the principal of a trust shall be charged 


_ to principal except that the excess of discount 


bonds bearing no stated interest shall inure to 
income. 


“Providing thoroughly 
modern trust services 
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Maryland 


Ch. 29: Omits the phrase “survival of a 
brother or sister or child or descendant of 
brother or sister” where spouse elects legal 
share and there are no descendants or father 
or mother of decedent. 


Ch. 62: Applies the provisions of Code’s 
sub-title “Settlement of Small Estates” to 
estates of decedents dying before its effective 
date. 

Massachusetts 


Ch. 104: Permits the payment of sum not 
exceeding $500 to spouse or heirs if owed to 
estate under an insurance, annuity or endow- 
ment policy and the company has not received 
written claim from an executor or admin- 
istrator. 

Minnesota 


S.F. 7: Increases the surviving spouse’s al- 
lowance in personal property. 


Nevada 


S.B. 10: Adopts Prudent Man Rule of trust 
investment. 
New York 


A.B. 122: Amends C.P.A. section 1409 to 
provide for the payment of the present value 
of the inchoate right of dower of a minor or 
incompetent in property sold or to be sold by 
her husband. 
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Ch. 46: Extends power of foreign trust 
companies operating in this state on a recip- 
rocal basis, to include fiduciary powers grant- 
ed by any written instrument creating a trust. 

A.B. 901: Postpones to May 1, 1948, effective 
date of Chapter 858, Laws of 1946, conforming 
tests of taxability of powers of appointment 
to standards established by Federal Revenue 
Act of 1942. 

Ch. 89: Makes permanent the temporary 
rates of tax on incomes, estates, etc. 

Ch. 193: Establishes new procedures and 
standards for an action against an infant or 
incompetent to procure a judgment directing 
a conveyance of real property or of an interest 
in real property. 

Ch. 244: Permits use of consolidated state- 
ments of railroad corporations in determining 
fixed charges and amount of income available 
therefor in connection with determining eli- 
gibility as a legal investment. 

Ch. 379: Amends Section 18, Decedent Estate 
Law, in relation to waiver or release of right 
of election by a surviving spouse to take as 
against any last will. Waiver or release is to 
be acknowledged or proved in manner required 
for recording conveyance of real property; it 
is effective whether executed before or after 
the marriage, on or after September 1, 1930, 
unilateral or bilateral, with or without con- 
sideration, absolute or conditional. 

Ch. 385: Increases to $500 amount of de- 
cedent’s wages and benefits which may be paid 
without formal administration. 

Ch. 404: Extends to March 31, 1948, final 
date for decree awarding receiving commis- 
sions on principal of testamentary trusts under 
law in effect prior to September, 1943. 

Ch. 472: Extends the mortgage moratorium 
until July 1, 1948, but only as to one, two or 
three family dwellings, provided the principal 
is paid at 3% per annum. 

Ch. 473: Extends same as to deficiency 
judgments in foreclosure actions. 

Ch. 495: Requires claim of title or possession 
to decedent’s property to be made by written 
verified answer and provides for the determina- 
tion of issues. (This writes into statute the 
actual practice in discovery.) 

Ch. 496: Authorizes the Surrogate to place 
under joint control with guardian funds 
payable under insurance contract to infant 
and dispenses with bond where all infant’s 
property does not exceed $10,000. 

Ch. 497: Grants to Surrogate’s Court co- 
ordinate jurisdiction with Supreme Court in 
respect of execution of testamentary power to 
distribute principal if there is no qualified 
trustee. 

Ch. 521: Requires sale of realty not specif- 
ically devised in order to pay general legacies 
where personalty is insufficient. This applies 
to wills executed after Aug. 31, 1947. 

(The bills to change the schedule of trustee 
commissions, as reported last month, failed 
to pass.) 
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NOTES ON CURRENT LITERATURE 


The Creation of Estate Plans 


MAYO ADAMS SHATTUCK: Journal of the Amer- 
ican Soc. of Chartered Life Underwriters, March 
(Third Installment). 


The family in the article consists of the 
breadwinner, his wife and three minor chil- 
dren. The revocable life insurance trust which 
is to be created must be drafted with con- 
sideration of the facts that the father may 
die soon, that his widow will not be able to 
contribute much to the income thereafter, and 
that she might pass away long before the 
children come of age. Inasmuch as emergencies 
may arise which would make the income from 
the trust insufficient, provision should be made 
for the trustee to make payments out of prin- 
cipal. The absence of this in favor of the 
principle of the preservation of the principal 
often results in hardships for the creator’s 
family, and favorably for distant remainder- 
men. Rather than have principal distributed 
in fix amounts as each child reaches age, so 
the trustees should have full discretion in the 
use of the income and principal until all are 
of age. 


Business Insurance 
CHARLES E. FRITSCHE: The Spectator. February. 


Partnerships depending upon the work of 
each of its partners could use it. The same is 
true for the stockholders of a close corporation, 
and the owner of a small business. The “it” 
is business insurance which can continue 
regular income after death or purchase the 
stock of a deceased stockholder. The responsi- 
bility of the life underwriter is to know and 
understand the specific operations of various 
business enterprises so that he can determine 
the “picture” and where to lay the emphasis. 
The upward trend of taxation emphasizes the 
need for advice on how to use life insurance 
to pay taxes. 


Restrictive Agreements for Purchase of 
Stock; Effect on Estate and Gift Tax 
Valuations 
EDWIN S. COBB: New York Certified Public Accoun- 
tant, March 1947. 

The United States Supreme Court has not 
considered these agreements in respect to the 
value of stock for estate and gift taxes. In 
most of the cases passed upon by the Circuit 
Courts, a binding agreement determining the 
value or formula for valuation has been fol- 
lowed. Where the option pertains to the shares 
owned at death, and the decedent has the power 
to dispose of the stock, the agreed valuation 
is not binding for tax purposes. Strictness of 
the agreement limiting transferability and 
contingencies for the exercisability of the op- 
tion, rather than precise rules of law, affect 


the valuation. Items for consideration during 
the preparation of such agreements are set 
forth. 


Problems in Probate Law: Model Probate 

Code 

LEWIS M. SIMES and PAUL E. BASYE, University 

of Michigan Press, Ann Arbor; & Callaghan & Co., 

Chicago, 831 pp. $10. 

This volume is the crowning achievement 
of some six years’ work in which the Uni- 
versity of Michigan cooperated with the Amer- 
ican Bar Association’s Section of Real Proper- 
ty, Probate and Trust Law. In addition to 
financial aid, the University placed at the 
disposal of the Section the facilities of its 
Legal Research Department and the time 
of several members of the Department’s staff. 
Professor Simes is Director of the Depart- 
ment, and Mr. Basye, now of the San Fran- 
cisco Bar, was at the time Research Assistant. 

The Model Probate Code, which comprises 
Part I of this work, is not offered as a uniform 
law but is intended merely as a “reservoir,” 
from which the draftsman may draw ideas and 
phraseology most appropriate to the consti- 
tutional provisions and legislative pattern of 
his own state. The comments to certain sections 
contain alternative provisions in cases where 
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it was felt that other solutions might be pre- 
ferred in some states. 

Part II consists of appendices to the Model 
Probate Code. Appendix A is a summary of 
existing statutes on the more important points 
dealt with in the Code, together with valuable 
comments suggesting the rationale of certain 
sections. Particular aspects of the Code which 
may conflict with the constitutional provisions 
of some of the states are noted. Appendix B 
is a time schedule for the performance of the 
various procedural steps designated in the 
Code. 

The five Monographs that compose Part III 
are comprehensive analyses of some of the 
more important probate law problems and 
contain recommendations for improvement in 
certain phases of probate procedure. 

The words of one reviewer* best describe 
this volume: “The Model Probate Code is a 
remarkable piece of work . .. At the very 
least the code is worth the careful study of 
legislative committees in all states. 








*Russell D. Niles, in 45 Mich. L. R. 321, 339. 


Today’s Market in the Business Insurance 
Field 


DAVID MARKS, JR.: Life Association News, March. 


Business insurance has become a necessity 
by virtue of the difficulty, resulting from high 
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income and estate taxes, of accumulating cap- 
ital. The protection of the old method of hav- 
ing each stockholder buy the insurance on the 
life of the other, which plan is presently highly 
expensive, because of tax rates, can be more 
expediently carried out by the corporation’s 
purchase of insurance on the _ stockholders’ 
lives. Thus, a corporation, instead of investing 
in securities, can keep some of its assets with 
the insurance company in the form of cash 
values. When payment is made at the death 
of the executive the money is received by 
the corporation tax free. 


The market for business insurance dwarfs 
the staggering pension trust market. While 
pension plans require elaborate systems for 
servicing and should not be handled alone, the 
underwriter can train himself to handle bus- 
iness insurance competently, without help. 


Estate Tax Convention Between Great 
Britain and the United States 


Tax Law Review, Feb.-March 1947. 


The major provisions of the treaty signed 
on April 16, 1945, especially the tax credit 
section, are discussed. The problem of double 
taxation was not directly attacked by the 
treaty. The exclusion of certain properties 
from tax proceedings in each country is sug- 
gested. 
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Decisions 


Among these digests of current decisions are included reports by the following 
attorneys, for their respective jurisdictions: 

CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 

MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 

MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MISSOURI: Robert Neill, Jr.—Thompson, Mitchell, Thompson & Young, St. Louis 

PENNSYLVANIA: E. C. Shapley Highley—Shoyer, Rosenberger, Highley & Burns, 


Philadelphia 


RHODE ISLAND: Colin MacR. Makepeace—Tillinghast, Collins & Tanner, Providence 


The complete roster of contributing legal editors appears in January and July. 


ADMINISTRATION — Right of Resident As- 
signee of Non-Resident Legatee to Ap- 
pointment as Administrator C. T. A. 


California—District Court of Appeal 
Estate of Collins, 78 A.C.A. 191, Feb. 20, 1947. 


Decedent, a California resident, left a will 
appointing no executor. Her next of kin were 
a brother and a nephew. A non-resident bene- 
ficiary — a daughter of decedent’s prede- 
ceased husband — assigned an undivided in- 
terest in her legacy to the nephew, who in 


turn assigned an undivided interest to his’ 


wife, Nellie, thereby entitling her to succeed 
to a part of decedent’s estate. A portion of the 
estate was, in its origin, community property 
of decedent and her husband. Nellie petitioned 
for appointment as administratrix with the 
will annexed. From an order denying letters 
and awarding letters to the Public Admin- 
istrator, she appeals. 


HELD: Order affirmed. 1. Although if testa- 
trix had died intestate, Nellie, by virtue of her 
transfer from the beneficiary, would have 
been entitled to share in decedent’s estate, 
she would not be eligible to appointment as 
administratrix with the will annexed because 
she was not related to decedent. (There is a 
dictum that Irwin Stevens could not have 
qualified, since he shares in the estate only 
by assignment, and is not next of kin. As to 
this last, query.) 


2. This being a domestic will, neither Sec. 
409 nor Sec. 422 of the Probate Code gives 
preference ahead of the Public Administrator, 
to an assignee of a non-resident legatee over 
any of the seven classes of potential appointees 
specified in Section 422. 


3. It is recognized that if the will had 
been a foreign will, Nellie and her husband 
might have qualified under Section 409, since 
they would have been persons interested in 
the estate, eligible, therefore, to appointment 
in preference to on who has no interest; citing, 
Estate of Engle, 124 Cal. 292, 56 P. 1022. 


DISTRIBUTION — Annuitants’ 


Take Principal 


Right to 


New York—Court of Appeals 


In re Maybaum’s Will, N. Y. L. J., March 18, 1947, 
front page. 


The executors were directed to pay 60% 
of the residue to testator’s wife in monthly 
payments of $35. If she dies before her share 
is consumed the rest is to go to a son. The 
son predeceased the wife, who seeks to take 
the principal. 


HELD: Where testator directs that an an- 
nuity be paid out of the estate, the annuitant 
does not have the right to elect the capital 
sum. Prior to the enactment of Section 47-b of 
the Decedent Estate Law, this right existed 
when the direction was to purchase an annuity. 
Now the right must be provided for in the 
will. The balance to the son will be distributed 
as intestate property. 


DISTRIBUTION — Compromise on Distribu- 
tion of Principal Not Subject to Collater- 
al Attack 


Massachusetts—Supreme Judicial Court 


Beede v. Old Colony Trust Co., 1947 A. S. 367; 
March 4, 1947. 


Testatrix created a trust for the benefit of 
her son, A, who was to have the income until 
he reached 40, at which time, if he could 
prove to the probate court that he was sober 
and industrious, the principal should be paid 
to him. Otherwise the trust should continue 
and on his death the principal should go to his 
issue, and if he left none, to B, another son. 
A reached 40 in 1932 and died in 1945 without 
issue. In 1932 a compromise was entered into 
under G. L. 204, §14, providing for a payment 
of part of the principal to A forthwith, and 
50% of the income thereafter, the other 50% 
being added to principal. On A’s death the 
balance of the principal was to go to B, unless 
A left issue, in which event it was to go to 
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the issue. In 1942 A’s petition to revoke the 
decree allowing the compromise was dismissed. 
A’s widow and executrix now alleges that in 
1932 A was sober and industrious .and en- 
titled to the trust fund, and asks a decree that 
it be paid to her as executrix, contending that 
the compromise agreement of 1932 was void 
in that it was inconsistent with the express 
terms of the will. 


HELD: The contentions constituted a col- 
lateral attack upon the decrees approving the 
compromise and dismissing the petition for 
revocation. The subject matter of the compro- 
mise was within the jurisdiction of the court 
under G. L. 202, §14. Consequently the decrees 
eould not be attacked collaterally, and were a 
par to the petition. 


The trustees, being parties to the compro- 
mise agreements and having the duty to en- 
force them, were entitled to be heard. 


DISTRIBUTION — Class is Determined as of 
Death of Testator 


North Carolina—Supreme Court 
Robinson v. Robinson, 41 S.E. (2d) 282. 


Certain property was left to the executors 
in trust for grandchildren, to be distributed 
in equal shares when the youngest reached 
twenty-one. There were nine grandchildren at 
the testator’s death but prior to their distri- 
bution one died giving all his property to his 
widow. The question was whether there should 
be eight or nine shares. 


HELD: Nine shares. Nothing appearing in 
the will to the contrary, a devise to a trustee 
for the sole benefit of named beneficiaries 
or of a class, with directions to divide at a 
later date, vests the interest at the testator’s 
death, merely postponing enjoyment. 


DISTRIBUTION — Construction of Decree 
of Distribution by Resort to Will 


California—District Court of Appeal 
Estate of Norris, 78 A.C.A. 160, Feb. 19, 1947. 


Testatrix gave residue of estate in trust 
to pay $500 per month for life to her daughter- 
in-law, Edith, to be used for maintenance of 
Edith and her husband Frederic, son of testa- 
trix, and support, education and maintenance 
of their children or the survivors, referring 
to the three children, Boswell, Thomas and 
William, by name. Trust was to end at death of 
Frederic and Edith and the trustee was di- 
rected to “grant and deliver all my property 
then in its hands, or remaining of said trust, 
unto the children (share and share alike, or 
their legal heirs by right of representation) 
of my said son and his said wife, and I hereby, 
subject to the trusts aforesaid, give, devise 
and bequeath all said last named property to 
the persons last aforesaid in manner afore- 
said.” A subsequent paragraph provided that 
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any after-born children of Frederic and Edith 
should have the same rights as the specifically 
named children.- 


The decree of distribution changed the lan- 
guage of the will, providing that the trust 
should end at the death of Frederic and Edith 
and that thereupon the trustee “shall deliver 
(not “grant and deliver” as provided in the 
will) all the property so held by it in trust, 
then in its possession, unto the children, share 
and share alike, or their legal heirs by right 
of representation, (leaving out the parenthesis 
around the clause as they appear in the will) 
of the said Frederic R. King and his said 
wife, Edith Boswell King, and subject to the 
trusts hereinbefore provided, the said children 
of the said Frederic R. King and the said 
Edith Boswell King are the owners and en- 
titled to the possession of all the estate of said 
deceased, upon the termination of said trust.” 


William married and on his death made his 
wife his sole legatee. Frederic died in 1941 
and Edith in 1945. William’s widow claimed 
that one-third of the trust estate went to her 
as William’s successor. From a decree uphold- 
ing this claim, Thomas and Boswell appealed. 


HELD: Order affirmed. If distributive por- 
tions of decree of distribution are free from 
ambiguity, resort may not be had to the pro- 
visions of the will to create an ambiguity, 
even though incorporated in the recitals of 
the decree (This rule has not always been 
followed. See Estate of Lockhart, 21 Cal. App. 
2d 574, 69 P. (2d) 1001, discussed in Nossaman, 
Trust Administration and Taxation, §162). If 
distributive portions of decree are ambiguous, 
resort may be had to the will in interpreting 
the ambiguity, but in case of conflict between 
the two, the decree prevails. The provisions 
of the decree were held to create vested re- 
mainders in the children regardlss of whether 
or not the will is considered, the language used 
being that of present gift, negativing intent 
to make survival a condition precedent to 
vesting. The fact that remainder might open 
to admit after-born children does not render 
remainders contingent. 

NOTE: Another factor, not mentioned, but 
supporting the court’s conclusion is the fact 
that the children were given a right to income, 
subject only to certain prior charges. 


DISTRIBUTION — Descent of Property Ac- 
quired During Coverture 


Oklahoma—Supreme Court 
Essex v. Washington, 176 P. (2d) 476. 


Husband and wife, through their joint in- 
dustry, accumulated property, title to which 
was in his name. After her death, he remarried, 
and at his death his widow took all the prop- 
erty. 84 O.S. 1941 section 213 provides that 
“, . . in all cases where .the property is ac- 
quired by joint industry . .. during coverture 
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_.. the whole estate shall go to the survivor, 
at whose death . . . one-half of such property 
shall go to the heirs of the husband and one- 
half to the heirs of the wife .. .” The heirs of 
the wife seek to recover the one-half of the 
intestate property. 

HELD: This section applies where the party 
having title dies first. It is a rule of descent 
and not of ownership. The non-title holding 
spouse gets title only by surviving. 


DISTRIBUTION — Reasonable Amount of 
Income to Remain Undistributed for 
Two Years 


South Carolina—Supreme Court 
‘Weston v. Weston, 41 S.E. (2d) 372. 


By a separation agreement and a subsequent 
trust agreement the testator placed in trust 
two insurance policies totaling $10,000 and 
one-half of his stock in a certain corporation. 
From these a stated monthly sum was to be 
paid to his first wife. In his will he gave all 
the stock to the same trustee, providing that 
the income from one-half be used to comply 
with the prior agreement and that one-half of 
the remaining income go to his second wife, 
and one-half to the trustee. The second wife 
seeks a distribution of the accumulated income 
of one-half of the stock resulting after the 
monthly charge to the first wife. The trustee 


465 


kept this because of the possibility of future 
failure of dividends. 


HELD: Since the trustee, by virtue of his 
holdings, can estimate the dividend prospect, 
he may wihhold distribution of only a sum 
reasonably sufficient to meet the balance of 
the requirements for the next two years. It 
was intended that future payments to the first 
wife be protected. The rest of the income 
should be distributed. 


DISTRIBUTION — Lapse of Remainder In- 
terest 


Pennsylvania—Superior Court 
Lytle Estate, 160 Pa. Super. 247. 


Testator gave his residuary estate to wife 
for life, then to daughter, “to be kept by her 
in her hands and under her own control, and 
after her death to her children forever” and 
in case daughter should die without issue then 
all that “then may be remaining” to testator’s 
two sisters, naming them, “and to their heirs 
forever.” The sisters died in testator’s lifetime, 
leaving issue who survived him. The widow and 
daughter also survived him, and the daughter 
survived the widow, but the daughter left no 
issue. In the settlement of the daughter’s 
estate, the issue of the sisters claimed such 
property or proceeds thereof as could be 
traced into the daughter’s estate from the 
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father’s estate. The lower court allowed the 
claim, and the residuary legatees under the 
daugher’s will appealed. 


HELD: Reversed. By reason of the death 
of the sisters in testator’s lifetime, the re- 
mainder interest to them lapsed and the daugh- 
ter, as lineal heir, became the absolute owner 
of the remainder after the death of her 
mother, by operation of law (by intestacy). In 
the court’s view, there was no evidence in the 
will that testator intended the gift to the 
heirs of the sisters to be substitutionary in 
the event of their deaths before his. These 
factors were considered by the court: The 
life tenants, who were the principal bene- 
ficiaries, had power to consume principal and 
the sisters were to receive only what was 
left; there were other gifts which were clearly 
substitutionary, while the gift to the sisters 
was absolute; “heirs” is a word of limitation 
and not of purchase; “and” is not the equiv- 
alent of “or;” and, finally, the law is clear 
that if the sisters had survived testator and 
then died, the gift would have passed to their 
heirs not by substitution, but by inheritance, 
so that the same words cannot be construed 
as setting up a gift by substitution on the 
sisters’ deaths before testator. 


DISTRIBUTION — Remainders to Issue of 
Deceased Children 


New York—Appellate Division, 1st Dept. 


In re Gluck and Frank, N. Y. Law Journal, March 15, 
1947. 


The income from part of the residue was to 
go to a daughter. “Upon her death the prin- 
cipal shall be paid to her issue, if any, and 
in the event of her death without leaving 
issue surviving the share shall be divided 
among my other children, the issue of any of 
them then deceased taking the share such 
child would have taken if living.” All the 
children predeceased the daughter and only 
one left issue surviving. 


HELD: By including “if living” it was 
testatrix’ intention that the shares would vest 
in her children only if alive at the death of 
the daughter without issue. The issue of one 
of the children take the remainder since the 
other children died before the daughter and 
without issue. 


DISTRIBUTION — Undisposed of Residue 
Passes to Heirs at Law 


. Iowa—Supreme Court 
Eason v. Erickson, 26 N.W. (2d) 103. 


To each of the five children of a deceased 
child the testatrix gave $150 “as their share” 
and to her seven children $1,00 each. There 
was no provision for the residue. The executor 
had two notes of the deceased child aggregat- 
ing $6339, and he contends that if the grand- 
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children share in the residue the amount of 
the unpaid notes should be set off. 


HELD: An intention to disinherit grand- 
children will not be read into the will. The 
testatrix might have provided for the offset 
and in its absence the court will not infer 
the intent. Grandchildren share in the intestate 
property as heirs of law of the testatrix and 
not as heirs of their mother. 


EXPENSES — Executors and Guardian Ad 
Litem Fees — Sale of Real Estate 


United States Court of Appeals, District of Columbia 


Pascucci v. Hart (and other cases), No. 9364, 9365, 
9366. 


These appeals, arising out of the admin- 
istration of the estate of Agostino Pascucci, 
contest the right of the court to charge against 
decedent’s real estate an allowance made to 
executors for the services of their attorneys 
in the litigation; contest the right to charge 
against the real estate an allowance to the 
guardian ad litem, and seek to determine 
whether the surviving executor is to have the 
amount of the allowance to him increased. 
Agotino Pascucci was twice married, having 
no children of the first marriage. Prior to his 
second marriage he made a will leaving his 
estate to a stepson an three sisters in Italy. 
Seven months after his death a child was 
born of the second marriage. 


The Probate Court admitted the will to pro- 
bate over the objection of the guardian ad 
litem of the infant child. An appeal was suc- 
cessfully taken and the will was remanded to 
the lower Court for appropriate action. There- 
after the allowances complained of were made. 
The allowances were objected to on the ground 
that recourse against the real estate or the 
rents therefrom is not permissible even though 
the personal property is not sufficient to pay 
the allowances. Under the applicable local 
statutes, realty passed to the posthumus child 
as of the date of the latter’s birth. 


HELD: Affirmed. All the services of. the 
executors and of the guardian ad litem were 
rendered under the supervision and direction 
of the Court, and allowances were properly 
made to them. While the interests were antog- 
onistic, since the guardian ad litem represent- 
ed the infant, and the executors the will, the 
allowances being made in the exercise of dis- 
cretion by the court having charge of the 
administration, and the litigation being neces- 
sary in the establishment of the right to title 
to the property, the court was correct in pro- 
tecting all interests, antagonistic or otherwise, 
until the question of inheritance had been de- 
cided. Section 608 inferentially includes the 
right to sell real estate to pay costs of ad- 
ministration. Obligations created in the ordin- 
ary and necessary. administration of the 
estate are of equal dignity with debts con- 
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tracted by the testator in his lifetime, and in 
a case of this nature would be entitled to 
priority in payment. The allowances made by 
the court were, in the circumstances, not ex- 
cessive. 


INVESTMENTS — Liability of Third Party 
for Invalid Transfer 


Missouri—Supreme Court 
Sontag v. Stix, 199 S.W. (2d) 371. 


The curator of the estate of one non compos 
mentis sought to recover moneys paid to the 
defendant, as broker, for certain securities, 
subsequently becoming worthless. It was con- 
ceded by the plaintiff that such investment was 
illegal even though authorized by the probate 
court, and thus was a breach of trust. The 
broker was not the recipient of such funds, 
although he purchased such securities for 
resale. 


HELD: The broker should not be held lia- 
ble. A curator who transfers the trust funds 
of his ward in violation of a statute and the 
recipient of the funds from such transfer are 
legally obligated to make restoration, regard- 
less of whether or not they actually know 
that the guardian is without authority to make 
the transfer. A court order approving such 
transfer affords no protection to the guardian 
or transferee. A third person, not a trans- 
feree, who assists a guardian in an illegal 
diversion of trust funds, with knowledge of 
such illegality, is liable for consequent loss to 
the beneficiary and will not be absolved by a 
court order. But a third person, not a trans- 
feree, who innocently assists a guardian in an 
illegal diversion of trust funds, without knowl- 
edge of the want of the guardian’s authority 
to make the transfer and without such notice 
as would cause a reasonably prudent person, 
after inquiry, to conclude that the guardian 
lacked authority to make the transfer, should 
not be held liable. 


LIFE TENANT & REMAINDERMAN — Lease 
of Former not Binding on Latter 


North Carolina—Supreme Court 
Haywood v. Briggs, 41 S.E. (2d) 289. 


The life tenant of cer‘ain lots leased them 
for a period of years and agreed that all im- 
provements made by the lessee would be con- 
sidered as personalty and removable by the 
lessee. At the death of the life tenant the 
lessee sought to remove two warehouses which 
he had constructed with cement foundations. 


HELD: A life tenant cannot create an 
estate to endure beyond his term and cannot 
by his agreement bind the remaindermen. Im- 
mediately upon the termination of the life 
estate, the remaindermen are entitled to an 
unencumbered title. The character of fixtures 
which are of such a nature as to constitute, 
in law, a permanent accession to realty can- 
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not be changed by action of the life tenant 
without the consent of the remaindermen. 


PERPETUITIES — Presumption That Life 
in Being Would Outlive Controlling Pe- 
riod Does Not Satisfy Statute 


Montana—Supreme Court 
Eickemeyer v. Hartwig, 175 P. (2d) 178. 


After creating a life estate, testator directed 
that his property be held in trust for ten 
years, the income thereof to be paid to the 
surviving children, and grandchildren, the 
latter taking the share of their parent. The 
trustee had no power in any way or for any 
purpose to alienate the property. At the end 
of the trust period the corpus was to be dis- 
tributed in the same manner as the income. 
Section 6706, Revised Code of Montana, 1935, 
forbids suspension of the power of alienation 
for longer than lives in being at the creation 
of the limitation or condition. 


HELD: The provision is invalid. The power 
of alienation was to be suspended for ten 
years and was not measured by lives. It is not 
important that a strong presumption existed 
that some of the persons in being at the 
creation would survive the ten years. It is 
important, only, to determine that there is a 
possibility that it would be suspended for more 
than the lives in being. 
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PERPETUITIES — Validity of Remainders 
_ to Descendants 


Missouri—Supreme Court 
St. Louis Union Trust Co. v. Kelly, 199 S.W. (2d) 345. 


After establishing severally a life estate for 
each of two daughters, the trust continued *** 


“Upon the decease of either of my daughters leaving 
children or descendants of children living *** [then] 
*** to such children or descendants of children *** 
per stirpes *** provided *** he or she shall have then 
attained the age of thirty years, otherwise such share 
shall be conveyed *** to such child in two equal in- 
stallments, the first of which shall be conveyed *** 
at the time of his or her mother’s death *** [if then 
twenty five years of age or as soon as he or she shall 
reach twenty five] *** and the second installment shall 
be conveyed *** when he or she shall have reached 
the age of thirty years, and nothing *** shall be con- 
strued to vest in such grandchild either of said in- 
stallments unless he or she reaches the said ages of 
twenty five and thirty years, respectively .. .” 


The trust had been treated as valid and ad- 
ministered by the trustees as such for twenty 
years. All of the beneficiaries had reached the 
acquired ages. The suit for a construction was 
precipitated when a policy of title insurance 
was refused on a sale of real estate composing 
part of the trust estate. A decree in the lower 
court held these provisions void. 

HELD: Affirmed. The above provisions vio- 
late the rule against perpetuities in that they 
grant contingent interests to possible descend- 
ants of children of the testatrix’ daughters 
which might not have vested within twenty-one 
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years after a life or lives in being at the time 
of creation of such interests, that is, at the 
time of the testatrix’ death. The will taken 
as a whole was said to start and end with a 
lineal theory of devolution, and although 
there was a loose use of the words “children” 
and “grandchildren,” such loose usage would 
not be permitted to override provisions gener- 
ally granting interests to descendants of the 
children of the testatrix’ daughters. 


POWERS OF APPOINTMENT — Conflict of 
Laws — General Devise as Execution of 
Power 


Rhode Island—Supreme Court 
Adams et al. v. D’Hauteville et al., 51 A. (2d) 92. 


The testator, a resident of Switzerland, had 
a power of appointment under the will of his 
father, a resident of Rhode Island. In dealing 
with all property in the United States owned 
by him and over which he had any power to 
appoint, he gave the residuary property to 
his brother and sister in equal shares.. The 
testator elected “that the testamentary dis- 
position of this will shall be construed and 
regulated by the laws of. the State of New 
York.” A Rhode Island statute provides that 
the residuary clause shall operate as an exe- 
cution of a power of appointment unless a con- 
trary intention shall appear by the will. 
HELD: The laws of Rhode Island, the domicile 
of the donor of the power, determine whether 
or not the power has been exercised. Since 
there is nothing in the will to indicate an 
intention not to exercise the power, the statute 
governs and the residuary devise and bequest 
operate as an execution of the power. The 
trial court erred in admitting evidence outside 
the will which tended to show that the testator 
had a contrary intention, since the will was not 
ambiguous. 


PowErRs — Unlimited Use of Power of Dis- 
position by Life Tenant 


Tennessee—Supreme Court 
Redman v. Evans, 199 S.W. (2d) 115. 


After leaving stated sums for certain named 
beneficiaries the testatrix left the residue “to 
my nephew to handle as he sees fit during his 
lifetime; and the balance” to his two daugh- 
ters. The Code provides that when an unlimited 
power of disposition is given to a life tenant, 
such estate becomes a fee absolute as to the 
exercise of the power, and in respect to cred- 
itors. 


HELD: It was not the intent of the deceased 
to limit the power of the nephew to the use 
of the income. The words “as he sees fit”? were 
intended to mean that he could invade the 
corpus even to the extent of eliminating it. 
If, at his death, any balance remains it will 
go to the daughters. 
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PowERS — Limitations — Duration of 
Trust Limited by Intent of Testator 


Missouri—St. Louis Court of Appeals 


Caulfield v. Edwards, 198 S.W. (2d) 665, Dec. 17, 
1946. 


To impose restrictions for benefit of future 
owners of realty comprising residential subdi- 
vision and empower trustees to levy assess- 
ments on such property for community land- 
seaping, development of streets and alleys, 
maintenance and other improvements, a real es- 
tate development company executed a trust in- 
denture granting such powers to named trus- 
tees, all lands being sold subject thereto. The 
trust instrument provided that the trust should 
continue during the lifetime of the last survivor 
of the three parties named as trustees, and 
further provided for the selection of suc- 
cessor trustees to fill vacancies. Upon the death 
of the last survivor of the three parties named 
therein, the powers thereunder were to con- 
tinue only as easements, restrictions, cove- 
nants and charges, but not as trusts. Two of 
the original trustees were dead, the third 
having long since ceased to function as such. 
An action was brought by the trustees against 
certain landowners to foreclose the lien of 
unpaid assessments. Defendants contended 
that, under a proper construction of its terms, 
the trust terminated upon the death or resig- 
nation and ceasing to function of the last sur- 
vivor of the original trustees. 


HELD: For the plaintiff. In its ordinary, 
as well as legal, signification, “survivor” means 
one who outlives another. It is manifest that 
the word as used in the trust indenture was 
intended to be given its ordinary and common 
meaning. If the intent had been otherwise, it 
would have been easy so to provide. Language 
used in prescribing the method of selection 
of successor trustees will not be permitted to 
control positive, unambiguous and unyielding 
language used not only in the granting clause 
but elsewhere when directed specifically to the 
duration of the trust. 


REAL PROPERTY — Conveyance by For- 
eign Executor 


Colorado—Supreme Court 
McMillen v. Bliley, 177 P. (2d) 547. ‘ 


Decedent’s will was admitted to probate in 
the resident state and the executor qualified. 
It was also admitted and an administrator 
appointed in Colorado where the realty in 
question was situate. Plaintiff claims title 
under a deed from the executor. 


HELD: Title was vested in the executor as 
trustee for certain purposes. He had full power 
to convey, the will having been admitted in 
Colorado, and there bing no debts. 
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SPouseE’s RIGHTS — Election Between 
Dower and Will Provision 


Oregon—Supreme Court 


United States Nat. Bank of Portland v. Daniels et al., 
177 Pac. (2d) 246. 


After specific bequests the testator provided 
for the sale of his business, the proceeds to be 
divided into three shares, one going to his 
wife. The remainder of the estate was given 
to the plaintiff in trust to pay $200 per year 
out of the income to a sister-in-law. The rest 
of the income was to be divided among his 
wife and two named persons. At the termina- 
tion of the trust measured by the life of the 
sister-in-law the principal was to be divided 
among the wife and two other individuals. 
There was no reference to the dower interest 
in the realty valued at over $102,000. The 
widow claims the right to dower as weil as 
the bequests, and denies being limited to an 
election. The state statute, O.C.L.A. §17-113, 
does not permit both unless it is the clear 
intent of the testator. 


HELD: The widow must elect. The statute 
reverses the common-law rule by which a pro- 
vision in a will was held to be in addition to 
the dower right. “If the widow had the full 
benefit of her dower, she had the right to 
manage her property interests and to derive 
the rents, profits and income therefrom.” As 
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long as the trust exists, this cannot be done, 
there being no way to admeasure dower with- 
out conflicting with the trust. 


SPENDTHRIFT TRUSTS — Sale of Benefici- 
ary’s Interest for Judgment Creditors 


New Jersey—Court of Chancery 
Appelby v. Appelby, 50 A. (2d) 885. 


Without expressly creating a trust the test- 
ator, in a “home-drawn” will, directed that his 
executors hold specified parcels of real estate 
until April 1st, 1946, and pay the income to 
his wife. After that date the parcels could be 
sold and 34% of the proceeds were to be 
held for the benefit of his wife until her death. 
The other 66% and the remainder on her death 
were to be divided among the three sons or 
their survivors. Judgment creditors sought to 
attach the interest of one of the sons. 


HELD: Express words are not necessary to 
create a trust and where the intent is clearly 
shown it will be fulfilled. The obvious purpose 
of the will cannot be executed except through 
a trust. Title thus being vested in the trustee, 
the interests of the sons are equitable and 
not subject to attachment and sale. 4 


TAXATION — Estate & Inheritance — Ap- 
portionment of Tax Against Inter Vivos 
Trusts 


New York—Surrogate’s Court, N. Y. Co. 
Estate of Wyle, N. Y. L. J., March 13, 1947. 


Testator, having created two trusts during 
her life, directed that all estate and transfer 
taxes were to be paid out of her general estate 
and were not to be charged against any de- 
visee, legatee or beneficiary. 

HELD: The inter vivos trusts must bear 
their proportionate share of the taxes. The 
provision was intended to apply only to prop- 
erty passing under the will. The taxes on the 
trusts, if payable out of the residue, almost 
wipe it out. 


TAXATION — Estate & Inheritance — Ex- 
emption Status of British Government as 
Charitable Legatee 


California—District Court of Appeal 
Estate of Barter, 78 A.C.A. 212, Feb. 20, 1947. 


The residue of the estate was left “to the 
British Government to be administered and 
applied for the benefit of British refugee chil- 
dren or similar purposes.” Previously it had 
been decreed that the quoted provision con- 
stituted a charitable trust for the use and 
benefit of the class of persons therein de- 
scribed, and that at the time of distribution 
of the estate the court would appoint a trustee 
to receive and administer the assets. There- 
after a California charitable corporation was 
appointed to fill the vacancy resulting from 
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incapacity of the British Government to act. 
Later, it was held that the residue did not pass 
to the British Government, but was transferred 
to the California charitable corporation and 
was not subject to tax. 


HELD: Affirmed. To execute the intention 
of the testator, and in accordance with the 
provisions of Probate Code, Section 300, pro- 
viding that the property of a decedent is 
“subject *** to the control of the superior 
court for the purpose of administration, sale 
or other disposition,” the will was construed 
as creating a trust and a trustee was appoint- 
ed to prevent the failure of the trust. The 
British refugee children are essentially the 
devisees under the will. Since the residuary 
estate did not pass to the British Government 
no tax could be imposed upon the theory that 
it did pass. 


WILLs — Construction — Bequest of 
Closed Corporation Stock is Specific 


New York—Surrogate’s Court, Westchester Co. 
In re Kingsley’s Will, 27 N.Y.S. (2d) 464. 


The testator bequeathed to each of named 
beneficiaries “if he survive me and shall, at 
the time of my death, be in the employ of any 
corporation with which I am associated” shares 
of capital stock of the Electro Co. as shall 
have an aggregate market value equal to 
amounts stated. He provided that the executors 
shall have sole and unrestricted judgment in 
determining the value. Since such a power is 
ineffective in view of section 125 of the 
Decedent Estate Law, it became necessary to 
determine whether the bequests were specific 
or general. 


HELD: The continued ownership of a sub- 
stantial interest in the corporation by the 
testator, his associates and trustees under an 
inter vivos trust for the benefit of the testator 
and his associates, permits the inference that 
the stock rather than the cash value was in- 
tended as the gift. Gifts of stock in closely 
held corporations have been held to be specific. 
The value is to be determined at the time of 
death. 


WILLs — Construction — Conditional 
Limitation Prevents Interest from Vest- 
ing in Sister 

New York—Appellate Division, 2d Dept. 
In re Ruhl’s Will, 67 N.¥.S. (2d) 579. 


Eighty-five per cent of the residue was be- 
queathed to Elizabeth and Bertha, share and 
share alike. In the event one predeceased the 
testatrix or the other, her share was to go to 
C and H. Bertha survived the testatrix but 
predeceased Elizabeth. 


HELD: Bertha’s interest was divested on 
her death and thereupon the contingent estates 
of C and H vested in them absolutely. It was 



















clearly the intent of decedent that none other 
than those named should share in her estate. 
Before the bequest could vest completely in 
Bertha she had to outlive both the testatrix 
and Elizabeth. 


WILLS — Construction — Nature of Re- 
mainder Limited on Remarriage 


Maryland—Circuit Court for Caroline Co. 
Kruger v. Kruger, Daily Record, March 24, 1947. 


Testator left his entire residuary estate, real 
estate and personal, to his wife “so long as 
she remains my widow, and I give, bequeath, 
and devise absolutely the remainder in all 
property given, bequeathed, and devised to my 
wife so long as she remains my widow, to my 
son.” The question was whether under this 
provision the son had a vested remainder which 
became effective upon his mother’s remarriage 
or death, or whether, in the event of her 
death without remarriage, there was an in- 
testacy. 


HELD: The bequest vested a remainder in 
the son, effective either on the death or re- 
marriage of the widow, which ever first 
occurred. 


WILLs — Probate — Approval of Waiver 
by Guardian of Surviving Spouse 


Massachusetts—Supreme Judicial Court 


Essex Trust Co. v. Averill, 1947 A. S. 323; Feb. 26, 
1947. 


The guardian of the wife of a decedent filed 
a petition for authority to file a waiver of the 
will. A few weeks later, still within the six 
months, he filed the waiver. After a hearing, 
about ten months later, a decree was entered 
“that said guardian be authorized to file a 
waiver of the provisions of the will as prayed 
for in the petition.” The question was whether 
this decree constituted an approval of the 
waiver previously filed. 


HELD: It did. While a waiver must be filed 
within six months, there is no requirement that 
it be approved within that period. The charac- 
ter of a pleading or other paper put upon the 
files of the court must be determined from its 
essential substance. The petition shows that 
the guardian sought action under G. L. 201, 
section 45, i.e., approval of the waiver, not 
merely a futile act such as filing a waiver. 
Therefore the decree must be interpreted as an 
approval of the waiver on file. 


WILLS — Probate — Enforcement of Mu- 
tual Wills by Beneficiary 


New York—Supreme Court, N. Y. Co. 
Olsen v. Olsen, N. Y. Law Journal, March 18, 1947. 


Husband and wife, having a daughter Mar- 
tha, executed mutual wills wherein they gave 
to each other the remainder of their respec- 
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tive estates. The survivor was to leave his 
residue in equal shares to the children of the 
marriage. The wife died, the husband married, 
and executed a new will leaving nothing to 
Martha. She seeks to inpress a trust. 


HELD: The provisions of the wills and the 
facts surrounding their execution show a 
meeting of the minds and the making of a 
binding contract to dispose of the property 
as stated in the wills. These could be revoked 
anytime during the lives of both spouses by 
consent or notice, but neither could do so 
secretly or after the death of the other. While 
the husband had the right to use as much of 
the property as he wished during his lifetime, 
he did not have the right to make a gift in 
lieu of a testamentary disposition or to de- 
feat the purpose of the agreement. Their 
joint property passed to the survivor as trus- 
tee and Martha, as beneficiary, can impress 
a trust upon so much of this as can be traced 
to the widow. 


WiILLs — Probate — Right to Caveat 
Where No Interest Exists Under Earlier 
Will 

United States Court of Appeals, District of Columbia 
Lonas v. Betts, No. 9298, Feb. 28, 1947. 


The testator died leaving two wills. 

The earlier will left the entire estate to a 
church, while the later will which was admitted 
to probate left the estate to appellants. No ob- 
jection to the probated will was filed by the 
church but the appellee, testator’s sister, filed 
a petition for caveat. Counsel for appellants 
contended that because, in case the earlier will 
was set up appellee would take nothing, she 
consequently had no “interest” to caveat the 
later will unless she could first show that the 
earlier will was invalid. Appellants’ motion for 
judgment on the pleadings was denied. 


HELD: Affrmed. When a caveator to a later 
will claims under an earlier one, he must 
show that “except for the effect of the later 
will, if valid, to revoke the earlier one, the 
latter remained the last will and testament of 
the testator until his death.” This is because 
“the estate of a decedent ought not to be sub- 
jected to the trouble and expense of an attack, 
except by one who, if the attack proves suc- 
cessful, would have some legal claim upon the 
estate.” If appellee’s attack upon the probated 
will proves successful, she will have a legal 
claim upon the estate as heir and next of kin, 
despite the existence of a purported will which 
has not been proved. Appellants have no in- 
terest in the validity of the earlier will and 
no standing to require appellee to prove its 
invalidity. An heir, claiming by intestacy, may 
caveat a probated will regardless of the pos- 
sible effect of an earlier purported will which 
has not been proved or put in issue by anyone 
who claims under it. 





BANK ADVERTISERS 


American Natl. Bank & Trust Co., Chicago 449 
Bankers Trust Co. of Detroit 

Berks Title Insurance Co., Reading 

Beoseien Trust Co, —__.$____. Front Cover 
Central Hanover Bank, N. Y. C. __.....___. 442 
Chase National Bank, N. Y. C. —_---.__.... 372 
Cees tte & treet Co, 362 
Citizens & Southern Natl. Bank, Atlanta _.394 
Citizens Natl. Tr. & Sav. Bk., Los Angeles 468 
Continental Illinois Natl. Bank, Chicago 402 
Detroit Trust Co. __._. 404 
Equitable Trust Co., Baltimore _... 440 
Fidelity-Philadelphia Trust Co. 413 
Fidelity Trust Co., Pittsburgh _ _...-- 397 
Fiduciary Trust Co., N. Y. C. _.----- B99 
Fifth Third Union Trust Co., Cincinnati. _.. 883 
First & Merchants Natl. Bonk, Richmond __ 459 
First Camden (N. J.) Natl. Bk. & Tr. Co. 430 
First National Bank, Birmingham 450 
First National Bank, Orlando _...........___--- 451 
First National Bank, Atlanta 460 
First National Bank, Chicago _ 380 
First National Bank, Memphis _.. 398 
Girard Trust Co., Philadelphia _....___- = 364 
Guaranty Trust Co., N. Y. C. _. 363 
Harris Trust & Savings Bank, Chicago 426 
Hartford Natl. Bank & Trust Co. - 410 
Iowa-Des Moines Natl. Bk. & Tr. Co. 418 


Land Title Bank & Trust Co., Philadelphia 457 


Manufacturers Trust Co., N. Y. C. 
Maryland Trust Co., Baltimore 
Mercantile-Commerce Bank, St. Louis 
National Metropolitan Bank, Washington __ 382 
Northern Trust Co., Chicago 

Old Colony Trust Co., Boston Back Cover 
Peoples First National Bank, Pittsburgh 469 
St. Louis Union Trust Co. 434 
Seattle-First National Bank 

Second National Bank, New Haven 
Security-First Natl. Bank, Los Angeles_ 
Stamford (Conn.) Trust Co. 
meee tu. J.) Teast Co. 451 
Title Guar. & Trust Co., N. Y. C. . Front Cover 
Title Insurance & Trust Co., Los Angeles 392 
Toronto (Canada) General Trust Corp. __.405 
Union & New Haven Trust Co. 454 
Union Bank & Trust Co., Los Angeles __... 450 
United States National Bank, Portland 456 
United States Trust Co., 366 
Wilmington (Del.) Trust isd ee 


.. 389 


377 
+ SE Oe 455 


OTHER ADVERTISERS 


Appraisers & Auctioneers—General 
(For specific types of assets, see 
appropriate index headings) 
Kende Galleries 
Meredith Galleries 404 
Florian Papp, Inc., & James Graham __ 436 
Parke-Bernet Galleries, Inc. —.. 397 


399 


TRUSTS and ESTATES—April 1947 


Book Appraisers and Buyers 
Argosy Book Stores 
Cadmus Book Shop, Ime. ~..---..-----..----..... 458 
Dauber & Pine Bookshops, Ine. —---......... 400 


Book & Service Publishers 
Law School Press _ Back Cover 
Rese Peete Ue. ee 
Polk’s Bankers Encyclopedia 406 


Business Opportunities 
WO 056s Sk 


Coin Appraisers and Buyers 


Numismatic Gallery 
Stack’s Coin Co. 


Corporations 
Chesapeake & Ohio Railway 
United States Steel Corp. 


Engineering & Management Services 
nee Ste. 


Financial Services 
Legatees Funding Corp. 


Heir Tracers 
W. C. Cox &. Co. 


Insurance 
Connecticut General Life Insurance Co. 


Investment Securities & Services 

Calvin Bullock 

Distributors Group, Inc. bs 
Fulton County Federal Savings, Atlanta 
Keystone Company of Boston : 
Knickerbocker Shares, Inc. __--..- 
Hugh W. Long & Co., Inc. 

May & Gannon, Inc. _. 

R. W. Pressprich & Co. 

Stamford (Conn.) Federal ~— cree 
Vance, Sanders & Co. tee ae 
H. C. Wainwright & Co. 

Wellington Fund, Inc. 


Jewelry Appraisers and Buyers 
Samuel Gluck __. tee ae ee 
Jewel Galleries at Gimbels 
Harry Winston, Inc. 


Pension Planning 
C. P. Dawson Co. -.. 
Pension Planning Co. 
Wickenden, Morss and Associates 


378 


375 


Real Estate Appraisers and Consultants 
American Appraisal Co. 
Armstrong Associates —........ 
Edwin F. Armstrong & Co. 


Silver & Plate 
Plummer Ltd. 


Situation Wanted 

Stamp Appraisers and Buyers 
2 eee oe Oe 398 
J. & H. Stolow 


467 
chee te 393. 





